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MEETING HEALTH CARE COSTS 
THROUGH INSURANCE 


E. J. FAULKNER 
Woodmen Accident and Life Company 


It comes as no news to even the casual observer that America 
is somewhere near midstream in a changing pattern of financing 
the costs of health care. During the past quarter century the health 
of the nation, how it shall be safeguarded and improved, and how 
the costs of ill health shall be met have become political issues as 
well as matters of individual, professional, labor, and business con- 
cern. 

America has become health care cost conscious out of the co- 
incidence of a complex of influences and developments, economic, 
social and scientific. Within the memory of many of us health care 
was a relatively simple and not too costly incident of family life. 
That was a time when most people enjoyed a high degree of inde- 
pendence in a relatively uncomplicated, pastoral economy. The 
practice of medicine was an art with only overtones of science. The 
hospital was regarded, with some justification, as a place to go to 
die. The average person when ill or injured was cared for at home 
by his relatives, waited upon by the family doctor; and if additional 
help was needed, he got it from his neighbors, his church, lodge, or 
similar local community source. In the span of one lifetime all this 
has changed. 

The industrialization and urbanization of our nation has made 
difficult for most of us that old individual self-sufficiency. Inter- 
dependence has replaced independence. The once adequate fam- 
ily and community arrangements for health care have been out- 
moded by the breakdown of the tight family circle as an economic 
unit and by the revolution in medical techniques. With the epochal 
discoveries of scientific medicine have come specialization of med- 
ical practice, utilization of the hospital as a usual and necessary 
facility in all but minor disabilities, and a substantial increase in 
the costs attendant upon ill health. 

The economic toll of disability has mounted not only because 
the cost per illness has risen but because the complexion of our 
population has changed. Today the expectation of life at birth 
among American wage-earners and their families is 70 years com- 
pared to 34 years in 1894. Many of the frail youngsters who form- 
erly would have succumbed in infancy are kept alive to suffer a 
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higher than normal incidence of ill health in later years. Of even 
greater significance to the national bill for health care costs, more 
and more of our people are living into the older ages when the 
degenerative diseases cause so much disability. 

As the costs of maintaining or regaining good health have risen, 
the ability of the individual, standing alone, to meet them has not 
kept pace. The heavy and seemingly endless burden of income taxes 
has inhibited easy accumulation of liquid savings out of which the 
costs of a health emergency could be met. The distress of the de- 
pression of the thirties fanned into flame a latent concern for se- 
curity. This found expression in the unemployment benefits and 
old age pensions of the Social Security laws. In the field of dis- 
ability it was reflected in the various proposals for compulsory na- 
tional sickness insurance, in the enactment by four states of com- 
pulsory non-occupational disability insurance plans, and on the 
voluntary level in a vast increase in the popular acceptance of acci- 
dent and health insurance and in the development of the so-called 
service plans for hospital, surgical, and medical care. 


Growth of Voluntary Health Insurance 


The spectacular expansion of voluntary health insurance in the 
past two decades has been a peculiarly American phenomenon. In 
most other countries, as health care has become more complex and 
costly and as individual competence has declined, the state has 


intervened by establishing socialized systems of medicine and dis- 
ability insurance. Here entrepreneurs in insurance, the hospitals, 
and the medical profession sensed the need for socio-economic 
mechanisms by which people could attain a degree of earned se- 
curity for themselves. They pointed the way, and with a tradition 
of initiative and independence the American people elected to sup- 
port the voluntary approach to indemnifying health-care costs. 

By July, 1956, according to an estimate of the Health Insur- 
ance Council, more than 110 million people in this country had 
voluntary insurance against hospital expense; more than 94 million 
had surgical expense insurance; more than 58 million had medical- 
expense protection; and 40 million had coverage against loss of in- 
come due to disability. In the fifteen years since 1941 the amount 
of voluntary hospital insurance in force has multiplied by nine 
times, surgical expense insurance by seventeen times, and medical 
expense protection by fourteen times. In 1955, voluntary health in- 
surers paid some $3,125,000,000 in benefits, a 15 per cent increase 
over the preceding year. 

Other types of voluntary insurance have made important con- 
tributions to meeting the disability bill. Life insurance companies 
disbursed $5,382,000,000 to policyholders and beneficiaries in 1955. 
An undetermined but certainly significant part of this vast sum 
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was used to defray the costs of last illness or meet the health- 
care expense of annuitants and survivors. Workmen’s Compensa- 
tion benefits paid by insurance companies amounted to $631,000,000 
in 1955. The greater share of this sum was to replace wages lost 
or to defray medical expense because of occupational injury or 
disease. Finally, liability insurers in 1955 disbursed $820,000,000 
for bodily injuries, much of it going directly to finance the costs 
of health care. Even from these sketchy figures the magnitude of 
the insurance contribution, operating through many channels, to- 
ward meeting the costs of health care is apparent. 

Not even the most ebullient partisan would assert that volun- 
tary health insurance has as yet provided the complete and final 
answer to all of America’s problems of financing health care costs. 
The progress has been spectacular, and the future of accident and 
health insurance seems especially bright; but much remains to 
be done before voluntary insurance will have achieved its maximum 
usefulness. The restless impatience of the American people with 
anything short of perfection in matters affecting their personal wel- 
fare is a constant driving force for improvement. 


Essentials of an Insurance Plan 
People can expect too much of any system of insurance. It 
should be remembered that insurance is simply an economic mech- 
anism for substituting certainty for uncertainty through the pooling 


of risks. Not every situation that is fraught with uncertainty is 
susceptible to successful application of the insurance technique. 
Some risks are so great as to be atypical and impractical for pool- 
ing or transference. Some people are unable financially to pay the 
premium. These risks and these people are uninsurable, and social 
devices that seek to extend protection to them are not insurance 
despite any uninformed opinion to the contrary or legislative fiat 
that seeks to make it so. 

To be insurable a risk must be common to a sufficient number of 
like exposure units to permit reasonably accurate prediction of the 
total loss. The loss must be accidental, subject to rneasurement and 
verification, and unlikely to occur simultaneously for any consider- 
able segment of the insured group. Most costs arising from dis- 
ability, whether wage loss or care expense, fall within the scope 
of insurance; but to succeed in underwriting these costs, the in- 
surer, irrespective of type, sponsorship, or statutory status, must 
adhere to time-tested insurance principles. As Professor Donald 
L. MacDonald brought out in a recent article, some insurers have 
seemed to believe that by calling themselves “non-profit,” or by 
embracing a different method of paying losses, or by incorporating 
under laws other than those governing insurance companies they 
could suspend as to themselves those inherent human biases that 
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must be recognized and controlled in any sound insurance arrange- 
ment. Experience, that stern and sometimes cruel teacher, is grad- 
ually imparting the wisdom that missionary zeal, laudable though 
it may be, is no substitute for adherence to basic insurance prin- 
ciple. Thus we see the methods of more and more of these plans 
moving closer to the insurance company pattern. 

Thoughtful persons studying insurance designed to meet health- 
care costs are in general agreement that this coverage should in- 
corporate a number of important features. The first of these is the 
deductible. The concept of eliminating from coverage the first few 
dollars of every loss, so common in automobile collision and other 
property coverages, is only now gaining acceptance in accident and 
health insurance. Common sense tells us that insurance that seeks 
to indemnify the routine, recurrent, and trifling loss is no insurance 
at all. In the span of a year nearly all of us lose a day or two be- 
cause of a scratch or a sniffle. We will spend a few dollars at the 
drug store for our pet nostrums and the baby foods from the phar- 
macist’s shelf and will see our doctor and dentist for routine check- 
ups and maintenance procedures. These costs, and they constitute 
an impressive part of the approximately $11 billions that Americans 
spend on health each year, are not economically insurable. Rather, 
they are as appropriate a part of the family budget as food, shel- 
ter, and clothing. Contracts that cover these piddling, nearly-certain 
expenses are dollar-swapping deals in which the insured must pay 
the proportionately heavy cost of small claims administration. By 
eliminating from coverage the costs for which the insured can better 
budget, his premium dollars are released to purchase more ade- 
quate protection against the really serious hazard of sizeable loss. 

To state that the deductible is important to sound disability 
insurance does not per se make it palatable to every buyer. Accus- 
tomed to first-day and first-dollar coverage by the earlier practice 
of insurance companies and by the hospital-administrator-inspired 
concern of the service plans over collection of the minor hospital 
bill, too many insurance applicants still show a preference for the 
policy that seems to promise them the opportunity “to get their 
money back” every year. However, Dr. S. S. Huebner’s celebrated 
process of “education through the pocketbook” is gradually working 
its wonders both with insurers and insureds. In time the deductible 
will become a universally-accepted feature of health care cost in- 
surance because it is economically sound and desirable. 

A second fundamental respected by the well-versed disability 
insurer is some provision for coinsurance. Unfortunately in the 
jumble that is insurance nomenclature, the term “coinsurance” has 
a quite different significance when used in disability insurance than 
when used in fire insurance. When we speak of “coinsurance” in 
disability practice or contract we mean that the insured bears a 
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share of every element of the loss. In loss of time coverage co- 
insurance is brought into play by issuing benefits up to an amount 
not to exceed 75 or 80 per cent of the insured’s average earned in- 
come after taxes. By refusing to provide benefits to the level of 
take-home pay the insurer hopes that disability will not be finan- 
cially attractive to the insured, and malingering accordingly will be 
discouraged. In major medical expense policies the usual coinsur- 
ance provision requires the insured to pay 20 or 25 per cent of the 
loss above the deductible amount. 

Increasingly, coinsurance clauses are found in the basic hos- 
pital, medical, and surgical policies issued by insurance companies. 
Coinsurance is a practical recognition that if losses and premiums 
are to be held within reasonable bounds the insurance arrange- 
ment must incorporate an automatic restraint against extravagance, 
abuse, and over-utilization. Much sickness is subjective. The insured 
can exercise a high degree of control over the occurrence, duration, 
and cost of the loss. 

In addition to the moral hazard of the insured, in health insur- 
ance the insurer also underwrites the hazard of the insured’s physi- 
cian. If the entire cost of examination and treatment can be passed 
to an insurer, some doctors are tempted to order “all the trim- 
mings” for their patients even though some tests and procedures 
may not be needed for adequate care. The claim files of insurers 
are replete with such cases of abuse as hospitalization of the young- 
sters in the family for a weekend as much cheaper than hiring a 
baby-sitter and hospitalization for purely diagnostic purposes when 
out-patient diagnostic costs are not covered. Service plans have 
rather consistently failed to include a coinsurance element in their 
membership arrangements. It is not surprising, therefore, that a 
survey of experience in Michigan led one observer two years ago to 
the conclusion that 25 per cent of hospital admissions under Blue 
Cross contracts in that state were unnecessary. 

Not all who are responsible for the management of voluntary 
insurance plans have yet comprehended the essentiality of the de- 
ductible and coinsurance. In fact, some service-plan leaders assert 
that deductibles and coinsurance stop people from getting health 
services instead of encouraging timely utilization of services to stay 
healthy. This argument presupposes a level of health intelligence 
among insureds that will result in a precise discrimination between 
services that are really needed and those that are not. It assumes 
also a determination to avoid securing unnecessary service even 
when it is available at no cost to the recipient. While highly ideal- 
istic, these assumptions reflect an alarming naiveté. Even under 
compulsory systems, as has been found to be true in Great Britain 
and other countries, complete coverage from the first dollar of ex- 
pense engenders costs that are insupportable. 








14 The Journal of Insurance 








Another tenet of sound vacerwriting that is emerging as volun- 
tary insurers gain in expezience and wisdom is that there should be 
a separation of the insurance function and the functions involving 
provision of the health services themselves. Increasingly it is rec- 
ognized that the two functions are not always compatible. When 
the purveyor of the health-care service, the doctor or the hospital, 
is also the insurer, the way is open either to alter the quantity and 
quality of care provided to fit the insurance premium or to adjust 
the insurance premium to meet the income level desired by the 
purveyor of care. 

In most service plans the doctors or the hospitals are the ulti- 
mate insurers. This arrangement encompasses an undesirable iden- 
tity of interest. The insurer is also the beneficiary. When a loss 
occurs the insurer pays himself. Stefan Hansen and others have 
pointed out that in practice this identity of interest has not been 
dangerous to the public because of the effective competition of the 
insurance companies that makes a high standard of performance 
by all types of plans essential to survival. Only so long as such 
keen competition exists is there any assurance that this marriage 
of the insurance and care-providing functions will not become a 
fatal defect. 

One cannot fail to be concerned at the evidence that some 
service-plan leaders fail to appreciate the salutary nature of this 
competition and do not realize that it is the sina qua non of their 
own future success. Within the past few months the American 
Hospital Association insistently urged the Department of Defense 
to select Blue Cross as the exclusive administering agency for cover- 
age afforded military dependents hospitalized in civilian facilities. 
The Defense Department wisely decided to support the free com- 
petitive system; but when considered against a background of ad- 
vocacy of government subsidization of insurance premiums for the 
indigent, the aged, and th» impaired risks (provided the* care is 
insured only in the serv':« =‘ans), one wonders if the ‘x ~ ication 
of the service plans’ attitus< is not an espousal of a chose instru- 
ment policy. The American pwblic, dedicated to the voluntary way, 
would do well to remember ti.at in other fields and in other coun- 
tries nationalization or extrem: government control are accelerated 
when any organization or iustitution becomes the chosen instru- 
ment, 

In the seweance of hy xit: “=> costs, premium rates must be 
equitable, aie suate, and © ¢ »*’*=)y discriminatory. These attri- 
butes of the charge for insurance are well known and understood 
by experienced underwriters cf all iines of coverage. Discrimina- 
tion amons, groups of insureds based upon an evaluation of the 
chance of loss of each is essential to equity. If the sme community- 
wide rate appiies to all who are insured rega*d.ess of marked dif- 
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ferences in the hazard presented, the better risks will in effect be 
subsidizing the poorer risks. Survival of the enterprise in a com- 
petitive atmosphere requires that each insured pay in premiums an 
amount approximating the cost of the hazard that the insurer has 
assumed for him. If there is unfair discrimination or the absence 
of fair discrimination in premiums, by the process of selection 
against the insurer the enterprise will be left with only the poorer 
risks and faced with steadily mounting loss ratios. Not a little of 
the difficulties of the plans that have clung to the flat rate has 
stemmed from their loss of the better insureds to insurers provid- 
ing coverage at a rate more accurately reflective of the risk trans- 
ferred. 

Advocates of the flat premium rate contend that unless the good 
risks subsidize the poor risks those who present the greatest haz- 
ard cannot afford to buy insurance. As suggested before, it is 
doubtless true that there are segments of our population whose 
hazard is so great or whose resources are so meager that insurance 
is beyond their reach. This is not an indictment of voluntary insur- 
surance, as it is not, after all, an eleemosynary institution. The cost 
of health care for these people is a proper charge against the whole 
body politic through the usual channels of assistance and relief and 
should not be saddled solely on the participants in voluntary insur- 
ance arrangements. It is recognized that precise discriminations in 
rate in so dynamic a field as the insurance of health care costs is 
not always possible, but fair discrimination to the greatest degree 
practical is essential. 


Improvements in Products and Service 


The history of accident and health insurance in America, now 
covering the span of nine decades, establishes the soundness of the 
voluntary approach to insuring health care costs when that ap- 
proach incorporates the important tenets of the deductible and co- 
insurance, separation of the insurance function and the purveyance 
of the services themselves, 2c is based on a fairly discriminating 
rate structure. The history of this business has been one of constant 
change and improvement in the type and qualit, of the coverage 
provided, in the methods employed by the insurers, and in the 
number of people served. As with every new insurance line the 
pioneers had no <xperience to guide them, with the result that some 
of the earlier practices were unsound. But past mistakes have 
proved the stepping stones to progress. Limited accident insurance 
developed into broad-coverage accident end health protection. 
Restricted benefits for hospitalization are evolving into comprehen- 
sive indemnification including major medical expense insurance. 

The changes that have gone on in accident and health insurance 
and that are going on each day are the product of the individual 
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efforts of some 1,100 insurance companies and 200 service plans. 
The wholesome exchange of information through trade associations 
and professional societies keeps the entire business abreast of what 
is new and better. Keen competition for customer preference rap- 
idly forces wide adoption of every improvement. 


Contract Liberalization 


“The new look” in accident and health insurance increasingly 
emphasizes quality protection. There is, of course, a place for lim- 
ited coverages, particularly those designed to meet special purposes; 
but the tendency is toward broad coverage. Insurers realize that 
the protection provided must measure up to the buyer’s expecta- 
tions if it is to endure. Thus, as experience has permitted, the com- 
panies have dropped from their policies the safeguards once needed 
in the form of restrictions and exclusions. Many policies are avail- 
able today which do not exempt from coverage loss due to any 
disease; even mental and nervous disorders are covered for loss of 
income and cost of treatment in other than government supported 
institutions. The ancient wheeze about “the small print” in the pol- 
icies has about the same relevancy today as Vice President Mar- 
shall’s opinion that “What this country needs most is a good 5 cent 
cigar.” Restriction on travel by air or outside the boundaries of 
United States and Canada are no longer common. Cumbersome re- 
quirements for establishing proof of loss have given way to modern, 
streamlined methods that impose no burden on the insured, his 
physician, or employer. Benefits have been made more adequate 
both in amount and duration. While insurers are loath to issue loss 
of income indemnities in jumbo sums, there is adequate capacity in 
the business to provide all the coverage that is legitimately and 
reasonably required. 

As health care costs have risen, the amount of benefits avail- 
able to meet them has been increased. Fifteen years ago a $5 per 
G»v hospital room and board allowance payable for not more than 
36 days for any one period of hospitalization was typical. Today 
beaeiits of $15 per day—in some areas $25 per day—are common, 
with coverage extending to a full year’s hospitalization. Provisiors 
for miscellaneci:s hospital charges and for professiona! services r 
ceived while in .he hospital have been expanded in proportion. 

The introduction of major medical expense insurance just five 
years ago marked another epic step ir the development of acci- 
devt and beairh inseraace. The mer wedicai expense policy re- 
suvurses the insure) vor 75 or 80 pur cent (ciepending on the co- 
imvurance provisice:) ef all covered expenses incurred: above the 
Geductible amcat, v> te a limit of $5,090, $7,500 or $10,000 for 
any one illness vc: inpirv. Usually “i exyerses eliminated by the 
deductible are coverei under a basic hospiial surgical and med- 
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ical expense policy. Major medical expense insurance provides 
effective protection against the shattering loss of severe and pro- 
longed disability. 

Whereas at one time the usual individual policy provided total 
disability benefits for no longer than 13 or 26 weeks for any one 
illness or injury, coverage for three, five, or ten years, or even the 
duration of disability without limit, is the rule today. The require- 
ment of confinement within doors in order to be entitled to re- 
ceive total disability benefits for sickness is passing from the scene. 

Many insurers are liberalizing their practice with regard to re- 
newability of insurance. The old provision permitting the insurer 
to cancel the contract during its term, such cancellation of course 
being without prejudice to any incurred loss, is becoming rare. 
There is widespread experimentation with contract provisions that 
abridge the right of the insurer to refuse to renew the contract. 
One such provision covenants that the insurer will not refuse to 
renew because of deterioration in the insured’s health. A form that 
is increasingly popular guarantees to the insured the right to renew 
the policy by the timely payment of premiums up to a specified age 
but reserves to the insurer the right to change the table of pre- 
miums for broad classes of risk if and when necessity dictates. More 
and more insurance is being sold that not only guarantees to the 
insured the right to renew, but also guarantees the premium rate. 

Noncarcellable accident and health policies now include an in- 
contestable clause similsy to that found in life insurance. Com- 
mercial policies have a generally comparable provision captioned 
“Time Limit on Certain Defenses” which imparts a valuable cer- 
tainty and stability to the insurance. The enactment or permissive 
use of the new Uniform Individual Accident and Health Policy 
Provisions Law in all but two states has given the insurers a de- 
gree of latitude in drafting the operating conditions of the contract. 
The Uniform Provisions are “in substance” provisions allowing the 
insurer to write its contracts on a more liberal basis than the mini- 
mum required in the statute. The Uniform Provisions replace the 
old Standard Provisions which were fixed and rigid and were re- 
quired to be printed in the contract in the order and exact language 
stipulated by law. 


Enlightened Underwriting and Merchandising 


Improvements in the public interest in accident a..d health in- 
surance have not been limited to broadening the available benefits 
and clarifying and streamlining the policy. Ur? vwriting and mer- 
chandising methods have been subject %:) coninvine, scrutiny and 
have benefited from many experiments. Group ixsurance which 
thirty years ago played but a minor role in accident and health in- 
surance now surpasses individual coverage in volume. Although 
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group insurance is designed to provide only minimum basic pro- 
tection, it is extremely important in bringing to vast masses of our 
people the benefits of voluntary insurance. Many individuals who 
cannot establish their personal insurability are covered under group 
plans. The economies implicit in mass handling make it possible 
for the insurer to provide group coverage at lower cost than indi- 
vidual insurance. Millions of employees are assisted financially to 
secure the protection of group policies through the premium con- 
tributions of their employers. Of course the group insurance tech- 
nique cannot be applied in all situations, but through experimenta- 
tion insurers have found that it is possible to offer the benefits of 
group protection to groups as small as ten employees of a single 
employer. Through variations in technique such as association group 
and franchise or wholesale insurance, the mass lines forms are even 
more widely available. In association and blanket policies, con- 
tinuity of coverage is promoted by elimination of the right of the 
insurer to terminate coverage on particular members of the group 
unless the entire group is discontinued. 

The expansion of voluntary insurance has been stimulated im- 
measurably by the many innovations that the insurers have de- 
veloped. This is so even though not every experiment has been 
successful. Not only have insurers relaxed underwriting restrictions 
but new methods of distribution have been inaugurated to make 
it easier for more people to own more adequate insurance. Today 
in our economy the average family lives from payday to payday 
meeting its expenses pretty much on a monthly basis. Through such 
devices as pre-authorized check plans, salary deduction arrange- 
ments, and bank draft systems, insurers are conforming their collec- 
tions for protection to the bill-paying habits of the American people. 
These devices have not only eased the salesman’s way when he is 
securing an application for insurance but have had a good effect on 
the persistency of the insurance once it has been issued. 

Concurrently, the agency departments of the insurance com- 
panies are working diligently to up-grade the quality of their field 
representation. At one time too many insurers were quite willing 
to offer an agency contract to any person who evidenced a desire 
to sell insurance and who was not known to be a fugitive from 
justice. Insurers have long since recognized that this old “mud on 
the wall” process of selection is fantastically expensive for them, for 
the salesmen who fail, and for the insuring public. Today com- 
panies pay close attention to the selection process, utilizing aptitude 
testing and other means in an effort to recruit only those who have 
a reasonable chance for success in insurance field work. 

The new recruit is trained for his work. Nearly every company 
maintains an education program of its own and most companies 
encourage their agents to participate in inter-company education 
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activities by enrollment in the Accident and Health Sales Seminars 
held periodically at various universities and by enrollment in courses 
effered by the Disability Insurance Training Council and the Life 
Underwriters Training Council. Accident and Health insurers re- 
gard field underwriting as a professional calling in this highly com- 
plicated modern world. 


Challenges for the Industry 


Those in the accident and health insurance business are acutely 
aware that there are at least three distinct problem areas in which 
further progress must be made before voluntary insurance will 
achieve its goal of universal coverage for all insurable Americans. 
These underinsured areas challenge the insurers to continue the 
development of the business through further experimentation and 
competition. 

Of increasing importance socially and to the companies is the 
problem of the over-age risk. As more and more of our citizens 
live beyond the point of retirement, a larger percentage of our 
population is in the age brackets where the impact of disability is 
greatest. Experience data show that cost of medical care for those 
over age 65 is approximately 200 per cent of that for employed peo- 
ple under age 65. The acuteness of the problem of financing health 
care costs for the aged group derives not only from the impact of 
higher disability incidence but from the diminished ability to pay 
of many older people. 

One of the criticisms that has been leveled at voluntary health 
insurance is that too often coverage is discontinued at retirement, 
just when it becomes most important. It is also alleged that even if 
the retired person is permitted to retain his insurance the premium 
cost is beycnd his reach. In the past such criticism has been valid 
in many cases. 

Hopeful beginnings for the provision of adequate coverage for 
our senior citizens are being made in a number of different direc- 
tions. It is the grow.ng practice in group insurance contracts to 
provide that coverage be continued to the retired risk. It is ex- 
pected that responsible business management, encouraged by re- 
sponsible labor, will seek to make such continuance of coverage 
fairly universal. In the individual insurance field some insurers are 
now offering experimental policy forms on which the premium dur- 
ing the working years is loaded in an amount necessary to “pay up” 
the benefits for the post-retirement years. Additionally, nearly every 
insurer is now continuing medical-care contracts issued at the 
younger ages to the ages beyond retirement; whereas at one time 
the universal practice was to discontinue such contracts at age 60 
or age 65. Most companies have raised their age limits to ages 
70, 75, or even 85 years. In some instances of this kind, upward 
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adjustment of the premium is required although level premium con- 
tracts are not unusual. 

A second problem area involves persons with impaired health. 
These risks do not constitute a problem in group insurance since 
individual evidence of insurability is not required for group cover- 
age. Many millions of Americans who could not qualify for indi- 
vidual coverage at standard rates are the recipients of group insur- 
ance benefits. 

For the individual impaired risk the possibility of securing 
sound and adequate accident and health insurance has brightened 
in the past five years. Seeking to emulate the success of life insur- 
ance in issuing coverage on impaired lives, the accident and health 
business has embarked upon a series of experiments with substand- 
ard disability insurance underwriting. For a long time substantial 
coverage has been available to certain classes of impaired risks 
through the use of restrictive endorsements. These impaired risks 
were given coverage at standard rates except as to the specifically 
eliminated impairment or health condition. Now a start has been 
made in issuing full coverage insurance to substandard risks at 
premiums graded according to the seriousness of the impairment. 
A number of companies are actively engaged in the solicitation of 
this business. The gradual accuraulation of experience statistics on 
impaired risks will not only permit a refinement of substandard 
underwriting by companies presently engaged in it but will en- 
courage more insurers to provide this service. 

A third under-insured area relates to the so-called low income 
families. These are the people who become indigent when con- 
fronted with more than minor health care costs unless they own 
voluntary health insurance. It is difficult to categorize the low 
income group because what is low income in one section of the 
country may be adequate income in another. The person whose 
income is low today may be earning an average wage a year from 
now. Whether a person’s income is too low to allow budgeting for 
personal insurance is a matter of degree and often involves sub- 
jective decisions. For the vast majority of Americans who do not 
now have voluntary health insurance the problem is not so much 
one of sheer inability to pay the premiums required as a disinclina- 
tion to place a high enough priority of desirability on expenditures 
for insurance against health care costs. The total expenditures of the 
American people for health care are rivaled in magnitude by their 
discretionary purchases of such items as liquor, tobacco, and recre- 
ation. 

For the majority of this uninsured group there are no peculiar 
underwriting problems; rather, voluntary health insurance can and 
will be expanded to cover them as they achieve a better under- 
standing of the high importance of health care insurance through 
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the sales and educational programs of the insurers. This education 
process is going on continuously. It is carried forward by the per- 
sonal contacts of the 250,000 men and women in America who sell 
accident and health insurance. It is promoted by the public utter- 
ances of leading people in government, business, labor, and com- 
munity affairs. It is forwarded by the education and public informa- 
tion programs of the trade associations. Happily, it is taught 
increasingly in the schools, not only at the college level but in the 
secondary schools as well. A recent development of long range 
significance is the organization of the Health Insurance Institute 
as the public relations and information instrumentality of accident 
and health insurance. The Institute will utilize all media for the 
dissemination of information to carry the message of voluntary 
insurance: what it is, how it operates, and why it is important to 
the American people. As this diversified education effort is felt, 
many low income families who currently prefer to make install- 
ment payments for a new car every year or to vacation on a “go 
now, pay later” basis will buy adequate coverage. 

Meanwhile, the business is seeking ways to help low-income 
families have satisfactory protection on the most economical basis 
possible. By reducing operating expenses, thus permitting lower 
premium costs, and by arriving at so-called full payment arrange- 
ments with doctors and hospitals for insureds whose income is 
below certain levels, the voluntary insurance mechanism is making 
inroads on the problem of the low income families. 

The variety of practice, the constant experimentation, and the 
dynamic drive of accident and health insurance point up one of 
its outstanding characteristics: flexibility. Competition among in- 
surers has preserved to the insurance buyer the right to pick and 
choose. He may select the coverage best suited to his individual 
need and ability to pay. He is spared the regimentation of a com- 
pulsory government scheme or a single monopolistic arrangement 
outside of government. Voluntary insurers, happily still unfettered 
by the more onerous features of statutory policy forms and rate 
regulation, are free to devise and implement ever better protection. 

One who knows the voluntary insurance business, its record of 
growth and improvement, its inherent capacities and limitations, 
cannot fail to have confidence in its ability to satisfy the legitimate 
aspirations of the vast majority of American people for sound in- 
surance against the costs of health care. The ranks of voluntary 
insurers have been strengthened and augmented in the past decade 
by the entry into this business of nearly all of the large life insur- 
ance companies. They have brought to the expansion of voluntary 
health insurance their substantial resources, seasoned personnel, 
and well-established, aggressive marketing organizations. Just as 
important, there has been a quickened interest in accident and 
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health insurance among the many fine casualty insurers. Today the 
facilities of private insurance for reaching the insurable risk are 
greater than ever. The capabilities and collective judgment of the 
business are marshalled for its expansion and improvement through 
such organizations as the Health Insurance Association of America 
whose committees and task forces are exploring the possibilities 
for progress in countless ways. 

All types of voluntary insurers have an important contribution 
to make to meeting health care costs through insurance. The best 
guarantee that they will ultimately succeed in providing practically 
every insurable American witi: sound and adequate coverage lies 
in the strong sense of social responsibility of this most American 
of businesses. Its one great obstacle was described succinctly by 
Henry S. Beers when he said: “The only unhealthy aspect of the 
situation is the tendency of some people to see in progress only 
signs of incompletion. Those who think that if a thing is good, it 
should be provided now to everyone, do not understand the basic 
truth that human progress must needs be unending.” 





MEDICAL CARE COSTS AND 
VOLUNTARY HEALTH INSURANCE 
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This paper deals with the costs of medical care in this country 
and how they are met. Special emphasis is given to the role of 
voluntary health insurance, its achievements, and its problems. 


The Costs of Medical Care 


The costs of medical care are usually discussed in terms of 
the published statistics of consumer expenditures for medical care, 
which are related to a larger aggregate, such as total consumer 
expenditures. For more than 20 years (the period 1930-1952) the 
ratio of medical care expenditures to total expenditures by con- 
sumers varied but slightly between 4.0 and 4.3 per cent. More 
recently the ratio is computed at 4.5 per cent.! 

The failure of this ratio to rise more markedly has been offered 
as evidence for the conclusion that the people of this country are 
buying the amount of medical care they want. If they wished to 
pay for more, it is argued, they would spend less money for such 
worldly goods as liquor or tobacco or personal care. 

Unfortunately, there is no published information on the ex- 
penditure patterns of families who are coping with heavy expendi- 
tures for medical care. But a more serious objection to discussion 
of medical care expenditures in terms of consumer expenditures 
alone is that consumer expenditures for liquor or tobacco represent 
almost all expenditures for these items, while consumer expenditures 
for medical care are only a fraction of all expenditures for medical 
care. Indeed, they are a steadily declining proportion of the total. In 
1929 total expenditures for medical services and facilities came 
to $3.7 billion, of which 79 per cent were consumer expenditures 

* The author is glad to acknowledge the help of Odin Anderson and 
Agnes Brewster, particularly in making new data available. Many have given 
advice, not all of which—unfortunately—could be heeded. 

1Frank G. Dickinson and Jack Raymond, The Economic Position of 
Medical Care, 1929-1958, Bulletin 99, Bureau of Medical Economic Research, 
American Medical Association, Chicago, 1955, p. 10; and Frank G. Dickinson, 
Medical Care Expeditures and Prices, 1955, M-106, B.M.E.R., A.M.A., 1956, 


p. 2. 
(23) 
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for services.?, By 1955 total expenditures came to $17.7 billion, of 
which 57 per cent is estimated to be consumer expenditures. Both 
totals include military expenditures for medical care; otherwise, 
they are believed to be on the conservative side.* 

In recent years, total expenditures for medical care have been 
increasing at an annual rate of seven to eight per cent. Currently 
they constitute between 4.5 and 5.0 per cent of net national product, 
compared with 4.0 to 4.5 per cent 15 to 25 years ago. 

The prospect ahead is for further increases, apart from a gen- 
eral price rise. The reasons are several: (1) medical progress is 
costly; * (2) as will be shown, most of the influences generated by 
health insurance press upward on expenditures; (3) the hospital, 
which is steadily gaining in importance, can no longer subsist on 
voluntary gifts and the involuntary charity of its personnel but 
must compete for employees on unfavorable terms with industries 
capable of continuing gains in productivity; * and (4) recognition 


2? The Committee on the Costs of Medical Care, Medical Care for the 
American People, Chicago, 1932, p. 14. 

’The writer has prepared estimates of medical care expenditures by 
source for the years 1953-55. These are available on request. He has not 
modified the estimates for selected earlier years prepared by the Presidents’ 
Commission on the Health Needs of the Nation, Building America’s Health, 
Vol. 4, Washington, 1951, p. 151, even though consistency would have re- 
quired it. The estimates for 1953-55 embody one type of adjustment to the 
official estimates of private expenditures for medical care published annually 
by the Social Security Administration in its December issue of the Social 
Security Bulletin, which, in turn, derives largely from the annual estimates of 
personal consumption expenditures prepared by the Department of Commerce 
and published in the July issue of Survey of Current Business. This adjust- 
ment transfers certain items of expenditure to business and eliminates certain 
other items which already appear in government expenditures. 

Another type of adjustment was considered but not made. This concerns 
the level of the official statistics, which are low in comparison with other 
published data. Elsewhere the writer has attempted to reconcile the official 
data with the findings of Odin W. Anderson and Jacob J. Feldman, Family 
Medical Costs and Voluntary Health Insurance: A Nationwide Survey, New 
York, 1956, p. 109. Real differences remain, however. As Anderson and Feld- 
man point out, p. 110, “It is certainly a matter of conjecture as to which esti- 
mate [of expenditures for physicians’ services] is more nearly correct.” In a 
letter to the writer, B. Duane Moen, Director of the Bureau of Economic Re- 
search and Statistics of the American Dental Association, comments, “I feel 
quite sure that the correct figure [on dental care expenditures] is between 
the two extremes quoted.” 

Sanders substituted five per cent of disposable income for the Depart- 
ment of Commerce estimate of consumer expenditures fur medical care. 
Barkev S. Sanders, “Health Insurance for Workers and Their Families,” re- 
print of Chapter 17 in W. S. Woytinsky and Associates, Employment and 
Wages in the United States, New York, 1953, pp. 205 and 640. 


* Ffrangcon Roberts, The Cost of Health, London, 1952, esp. pp. 55 and 
105. 

5 Ray E. Brown, “The Nature of Hospital Costs,” reprint from Hospitals, 
April 1, 1956. 
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that inexpensive medical care frequently tends to be poor quality 
care and that extension of adequate care to the long-term patient 
will entail a substantial increase in expenditures.® 

If military expenditures for medical care are excluded from the 
total, it is possible to trace the changing roles of consumers, gov- 
ernment, philanthropy, and business. 


TABLE 1. Percentace Distrisution or CivitiAN EXPENDITURES 
For MEDICAL SERVICES AND Faciuities By SOURCE, SELECTED YEARS 


Source 1936 1946 1951 1953 1955 


Total (in billions) $33 $90 $126 $148 $168 
Per Cent 100.0% 100.0% 100.0% 100.0% 100.0% 

Consumers 

Services 76.5 67.6 65.5 62.7 59.4 

Private Hospital Construction 0.5 0.9 3.1 2.5 2.0 
Government 

Services 13.4 21.4 19.6 23.1 25.2 

Public Hospital Construction 2.2 0.9 3.7 2.1 2.1 


Philanthropy 13 3.3 2.9 3.7 3.9 
Business 6.1 5.8 5.2 5.9 74 














The decline in the relative importance of consumer expendi- 
tures for medical services has been offset in large part by the in- 
creasing share of government.” 

The figures on government expenditures make no allowance 
for the value of the deduction for medical expenses under the in- 
dividu.i income tax.* Medical care expenditures under public 
assistance programs are included to the extent of vendor payments, 
but payments made through the client remain in consumer ex- 
penditures. Finally, government grants toward private hospital 
construction are counted under the latter category. Today these 
items add up to three quarters of a billion dollars and more. 

Philanthropic expenditures are mainly cash contributions, as 
estimated by the Social Security Administration, but do include an 
allowance for the donated services of sisters in hospitals. No ad- 

® Edna E. Nicholson, Planning New Institutional Facilities for Long-Term 
Care, New York, 1956, p. 61. 

7For 1951, Michael H. Davis, Medical Care for Tomorrow, New York, 
1955, pp. 437-39, offers five variant analyses of expenditures for medical care 
by source. Three items are varied: (1) military expenditures; (2) private hos- 
pital construction and depreciation; and (3) consumer expenditures of $600 
million out of public transfer payments. His estimate of the share of govern- 
ment ranges between 25 and 31 per cent. 


8 For 1952 the estimated value of the deduction is $0.55 billion. C. Harry 
Kahn, Chapter on Medical Deduction, Personal Deductions in the Income Tax, 
study in progress at National Bureau of Economic Research (mimeo). When 
the three per cent floor takes effect, the value of the deduction is likely to 


increase. 





26 The Journal of Insurance 


justment is made for free care by physicians, because such an esti- 
mate lacks a firm basis. The rendering of free care by physicians is 
so closely interwoven with the way they charge fees (the sliding 
scale) and earn incomes that any radical change in the tradition 
could be expected to exert marked consequences on physicians’ in- 
comes, to an extent and in a direction unknown. The tradition of 
free care does, of course, influence the distribution of expenditures 
among classes of patients. 

The recent rise in the relative importance of business expendi- 
tures reflects largely the increased magnitude of employers’ contri- 
butions to health insurance funds. 

In order to evaluate the effectiveness of health insurance there 
will be a need, among others, for a figure on expenditures for 
which patients as such, rather than citizens as taxpayers or as 
charitable donors, would be expected to pay, if able. The insurance 
mechanism expands the base of payment as it regularizes it, and 
consumer expenditures alone or in combination with employer 
contributions to health insurance premiums constitute too narrow 
a criterion. A broader base is required under which certain ex- 
penditures now made by government and by philanthropy for the 
care of the medically indigent (to be distinguished from the indi- 
gent) and for special groups of beneficiaries would be regarded as 
potential objects of insurance. 


Voluntary Health Insurance 


The health insurance movement is rooted in the peculiar be- 
havior of medical care costs. These fall unequally among families 
and individuals, and unpredictably so. Medical care costs did not 
pose a general problem as long as medical care could do little for 
its recipients. There is a widely quoted statement of Professor 
Henderson’s that is most apposite, “I think it was about the year 
1910 or 1912 when it became possible to say of the United States 
that a random patient with a random disease consulting a doctor 
chosen at random stood better than a fifty-fifty chance of benefiting 
from the encounter.” ® With subsequent advances in medical know]- 
edge, medical care has become more costly, while, at the same time, 
more people have come to demand more of it. Medical care costs 
today can fall as an excessively large financial burden on an indi- 
vidual family. By the same token, as happened during the depres- 
sion of the 1930's, inability by many families to meet such costs 
could impose serious difficulties on the purveyors of medical serv- 
ices. 

Prepayment has become accepted as the most effective device 
to spread the costs of medical care among people and over time. 

® Lawrence J. Henderson, quoted in Alan Gregg, Challenges to Con- 
temporary Medicine, New York, 1956, p. 13. 
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Whether prepayment means insurance or budgeting or both is a 
moot question. 

By any criterion, voluntary prepayment for medical care has 
enjoyed a remarkable boom. In 20 years or so, two-thirds of the 
civilian population has obtained hospitalization insurance. In suc- 
cession, surgical insurance, regular medical insurance, and major 
medical insurance were developed, expanding the scope of benefits. 
At the same time the level of benefits of each type of insurance has 
been lifted. 

Nevertheless, perplexing problems remain. Some are the results 
of the continuing rise in medical care costs. Others inhere in the 
organization of medical care, in the traditional methods of paying 
for it, in the pattern of sickness over the life cycle, and in the un- 
definable and shifting character of medical care needs. 


Enrollment Trends and Potentials 


Enrollment under hospitalization insurance now exceeds 110 mil- 
lion persons; for surgical insurance, 94 million; for regular medical 
insurance, 58 million; and for major medical insurance, approxi- 
mately 10 million.'® 

At the end of 1955, Agnes Brewster estimated the percentage 
of population holding the several combinations of insurance: ™ 


Total 100% 


No form of insurance 34 
Some form of health insurance 66 


Comprehensive 3 
Hospitalization plus surgical plus 

in-hospital medical 31 
Hospitalization plus surgical 22 
Hospitalization only 10 
Major medical (3) 

Surgical insurance usually covers obstetrics. Most holders of 
major medical also carry basic insurance. 

Large gains in enrollment took place during 1955: six million 
each under hospitalization and surgical, eight million under regular 
medical, and three million under major medical. The last is too new 
to reveal a pattern, but surgical insurance shows a tendency to lag 

10 Press release by Health Insurance Institute, August 16, 1956; and 
Marion B. Folsom, cited in New York Times, December 7, 1956, p. 22. End 
of the year figures are taken from the annual publication by the Health Insur- 
ance Council, The Extent of Voluntary Health Insurance Coverage in the 
United States. 


11 Agnes W. Brewster, “Preliminary Report on Voluntary Health Insur- 
ance Enrollment for 1955 and a Comparison with 1953,” Research and Statis- 
tics Note No. 48, Social Security Administration, Washington, 1956 (mimeo), 
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behind the pattern of growth displayed by hospitalization. Regular 
medical shows a more pronounced lag in comparison to the devel- 
opment of surgical insurance. 

These qualifications notwithstanding, voluntary health insurance 
has come a long way since the mid-thirties, when there seemed 
little prospect that any large proportion of wage earners would 
enroll. Indeed, the proportion of the civilian population enrolled 
today for hospitalization insurance already exceeds one of the two 
limits projected by Serbein in 1952.12 Current enrollment exceeds 
by far the figure of 80 million, which as late as 1949 was felt by 
one student to “fulfill every real need.” '* 

Now that some of the early goals have been achieved and 
passed, the perennial question reappears: What is the potential 
enrollment under voluntary health insurance? Dealing only with 
hospitalization, Ginzberg set the ultimate target for New York State 
at 85 per cent of its population.’ Falk urged the same goal for 
voluntary insurance with comprehensive benefits, but found little 
ground for optimism.’® After balancing conflicting tendencies, Ser- 
bein concluded that the ultimate maximum in coverage under the 
existing benefit structure was 75-80 per cent, attainable within ten 
years.?® 


Employer Participation 

A number of factors made important contributions to the growth 
in enrollment: (1) reliance on group insurance, (2) extension of 
coverage to dependents of the employed population, (3) payment 
by subscribers through payroll check-off, and (4) employer contri- 
butions to health insurance as fringe benefits in lieu of wages. In 
view of the extensive use of the third and fourth mechanisms, the 
voluntary character of the premium payment may be questioned.'* 

Employer contributions are increasing. Scanty evidence does 
not permit development of estimates for the years following World 
War II. Under pressure from labor unions some growth is known 
to have taken place between 1945 and 1950. The first authoritative 
estimate of the amount of employer contributions to health insur- 


12 Oscar N. Serbein, Jr., Paying for Medical Care in the United States, 
New York, 1953, p. 383. This limit was 62.9 per cent, based on the post-war 
trend, 1946-51. The other limit was 89.4 per cent, based on the 1949-51 trend. 

13 Paul R. Hawley, New Discoveries in Medicine, New York, 1949, p. 110. 
At that time 80 million was 54 per cent of the population. 

14 Eli Ginzberg, A Pattern for Hospital Care, New York, 1949, pp. 289-90. 

151. S. Falk, “The Need, Potential and Implications of Compulsory Health 
Insurance,” The President’s Commission, Vol. 4, op. cit., pp. 66-67. 

16 Serbein, op. cit., pp. 392 and 385. 

17 Richard N. Baisden and John Hutchinson, Health Insurance: Group 
Coverage in Industry, Los Angeles, 1956, pp. 14-15. 
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ance premiums was prepared for the year 1954,'* and the writer 
has derived estimates for 1953 and 1955. 


TABLE 2. EMpLoyer CONTRIBUTIONS AND ToTAL HEALTH 
INSURANCE Premiums, 1953, 1954, 1955 
( Millions ) 








Employer Contributions 
Year Total Premiums Amount Per Cent of Total 


1953 $2,420 $520 21.5 


1954 2,756 652 23.7 
1955 3,150 840 26.7 








In 1955 employer contributions constituted 37 per cent of all 
group premiums against 31 and 34 per cent in 1953 and 1954, re- 
spectively. 

How much employer participation there is likely to be in the 
future depends on many factors, such as the relative priority at- 
tached to wage increases in cash and to other fringe benefits and 
the provisions of the income tax laws. What can be safely said 
today is that employment status is a significant influence on insur- 
ance coverage and that it may soon overtake family income as the 
overriding influence. 

The employer contribution is, of course, not available to the 
self-employed, the laid-off, and employees of firms where manage- 
ment is perhaps not so enlightened. The question has been raised 
whether the interests of the more needy groups in the population 
are not currently being neglected '® and whether the benefits ex- 
tended to some should not be made available to all through public 
intervention.”° 


Insurance Benefits in Relation to Medical Expenditures 


Since 1948 the Social Security Administration has published 
annual statistics on health insurance premiums and benefits. These 
data show that, rapid as the growth in enrollment has been, there 
has been an even greater increase in the value of health insurance. 

The Social Security Administration also attempts to measure 
the extent to which health insurance provides protection against 
the costs of medical care. Alternate bases are employed: (1) total 
private expenditures for medical care, (2) “currently insurable” 
expenditures, and (3) “potentially insurable” expenditures (ap- 

18 Subcommittee on Welfare and Pension Funds, Senate Committee on 
Labor and Public Welfare, Final Report on Welfare and Pension Plans Investi- 
gation, Washington, 1956, p. 84. 

19 Malcolm, G. Taylor, “Health Insurance in Perspective,” Address before 
Canadian Manufacturers Association, Toronto, June, 1956, (typewritten), p. 5. 

20 Harold M. Groves, “Economic and Public Finance Aspects of the Med- 
ical Care Program,” The President’s Commission, Vol. 4, op. cit., p. 144. 
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proximately 80 per cent of total private expenditures). Whatever 
the criterion, progress is clearly indicated. 


TABLE 3. Heattu INsuRANCE PREMIUMS, BENEFITS AND 
EROLLMENTS, 1948 anp 1955 
( Millions ) 


Item 1948 1955 Percent Increase 


Health Insurance Premiums $862 $3,150 265 
Health Insurance Benefits 606 2,536 325 
Enrollment, hospitalization insurance' 61.0 107.7 77 
Enrollment, surgical insurance! 34.1 91.9 169 
Enrollment, regular medical insurance! 12.9 55.5 330 


1 End of the year. 














In 1955 the range of protection provided by insurance was 23 
to 30 per cent. To the extent that the potential enrollment is less 
than 100 per cent of the population, the degree of protection being 
provided is understated. It is also slightly understated to the extent 
that the figures on private expenditures include payments actually 
made to hospitals by government, business, and philanthropy. Con- 
versely, the degree of protection may be regarded as overstated if 
the task of insurance is broadened to cover certain expenditures for 
personal medical services now made by government and philan- 
thropy. 

Needless to say there are no benefits where there is no insurance 
and no payment of premium. With but few exceptions health in- 
surance today extends to hospitalization and to certain physicians’ 
services, mostly those rendered in the hospital. Of the two, hos- 
pitalization is still by far the more important, accounting for two- 
thirds of total benefits. 

The Social Security Administration estimates that benefits met 
45-50 per cent of private expenditures for hospital care in 1955, 
depending on whether or not the net cost of such insurance is 
counted. At the same time, direct outlays by consumers for hospital 
care were at a peak. 

If private expenditures for hospital care are adjusted to reflect 
only expenditures by consumers, the proportion met by insurance 
benefits rises to 50-56 per cent. Conversely, if the concept of in- 
surable expenditures is broadened, as discussed in the first section 
of this paper, the proportion met by insurance falls to approxi- 
mately 30 per cent. 

Insurance benefits met 25-27 per cent of private expenditures 
for physicians’ services. For hospitalization and physicians’ services 
combined, the Social Security Administration estimated, benefits 
met 36-39 per cent of expenditures in 1955. 

In all these calculations the medical care expenditures of the 
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insured and the uninsured are merged. There is no harm in this, 
provided there are no differences in spending patterns between 
the two groups. It has always been suspected that there are such 
differences, but for lack of direct information all sorts of make- 
shifts have been employed to measure the extent to which insur- 
ance met the costs of the insured. Recently the nationwide survey 
of medical charges and health insurance benefits by the Health 
Information Foundation has yielded a comparison of the charges 
incurred by a family for a given service and the amount of insur- 
ance benefit defraying it. A brief summary of these findings ap- 
pears below, incorporating these measures: *! 


1. Median per cent of charges covered by insurance. Among 
those families who received the specified type of insurance benefit, 
50 per cent had at least covered the proportion of their charges 
shown in the table. 

2. Eighty per cent coverage. Among those families who re- 
ceived the specified type of insurance benefit, the percentage shown 
in the table had 80 per cent or more of their costs covered. 

3. Sixty per cent coverage. Similar in concept to the eighty 
per cent coverage. 


TABLE 4. BENEFITs In RELATION TO FAMILY CHARGES 








Service Median 80 Per cent 60 Per cent 


Total 32% 7% 17% 
Hospitalization 89 59 80 
Surgery 75 45 61 
Obstetrics 60 35 50 
All Physicians’ 54 26 35 








A refinement of the data on hospitalization shows that 54 per 
cent of the hospital admissions in receipt of insurance benefits had 
90 per cent or more of hospital charges paid by insurance. In ob- 
stetrics it is not usually intended that benefits cover charges in 
full. With reference to the benefit for surgery, Anderson and Feld- 
man conclude, “The simple fact appears to be that by and large 
the payments made by insurance for surgical charges fall short of 
equating total charges. . . . To what extent is the low proportion of 
charges covered by surgical insurance due to low fee schedules 
established by insurance in relation to prevailing surgical fees? 
On the other hand, to what extent does surgical insurance tend to 
increase the per unit surgical charges?” ** 

Assessment of the relationship between medical care costs and 
insurance benefits is incomplete, until something is known of the 


21 Anderson and Feldman, op. cit., pp. 172-77. 
22 Ibid., p. 53. 
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behavior of those items of expense that are not covered by insur- 
ance. Do they in the course of a year mount up to a sizable sum 
for some families? In 1952-53, charges of $200 or more were re- 
ported by six per cent of the families for hospitalization and by 
three per cent for surgery; but by six per cent for physicians’ 
services other than surgery or obstetrics, by four per cent for dental 
services, and by two per cent for medicines.** 

Odin Anderson concludes, “. . . We have demonstrated quite 
conclusively that the cost of physicians’ services outside the hospital 
are also important to families, as are the costs of drugs, appliances 
and apparently dental care. It follows that the plans today that are 
meeting costs outside the hospital are more effectively meeting 
family needs than those that do not... .” *4 

Even the most comprehensive plans in this country hardly cover 
50 per cent of the costs of all medical services. Among insured 
families with annual charges in excess of $500, only two per cent 
had 80 per cent or more of their charges covered and 10 per cent 
of such families had 60 per cent of their charges paid by insurance.”® 

In general, the so-called independent plans report the highest 
percentage of costs under insured services covered by benefits; this 
is true both of the hospital bill and of surgical charges. In the hos- 
pital field, Blue Cross and commercial insurance cover approxi- 
mately the same proportion of charges for their group enrollees. For 
individual enrollees, Blue Cross covers a significantly higher pro- 


portion of charges. In surgery, Blue Shield has the highest per- 
centage, with commercial group insurance next, and commercial in- 
dividual insurance again last.?* 


The Nature of Health Insurance 


All of these data and more would not resolve the controversy 
over what constitutes adequate protection under voluntary health 
insurance. There are many and diverse views as to what such insur- 
ance is supposed to accomplish. 

One position, which may in general be associated with the 
commercial companies, is that voluntary health insurance is a 
limited financial mechanism aimed at protection against serious 
burdens resulting from sickness. It is costly to insure small claims; 
periodic health examinations are not insurable events; insurance 
must not impinge on the pattern of organization of medical care. 
Successful insurance requires controls, prominent among which are 
the deductible and coinsurance features. 


23 Tbid., p. 137. 

24 Odin W. Anderson, Is the Public Getting What It Wants?, New York, 
1956, p. 8. 

*5 Anderson and Feldman, op. cit., pp. 48, 50. 

26 Ibid., pp. 76, 202, and 208. 
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Departures from this position can take many forms. Important 
among these is recognition from the very beginning by Blue Cross 
and Blue Shield that the interests of the producers of medical serv- 
ices are directly involved. They have enlisted the hospitals and 
physicians of the community as underwriters of the insurance and 
placed on them a measure of responsibility fur the exercise of 
necessary controls. This type of arrangement may lead to explicit 
recognition of the quality of care and to its promotion. 

A more marked departure is represented in general by the in- 
dependent plans which focus on the need for “comprehensive bene- 
fits,” including coverage of physicians’ services rendered outside 
the hospital. The view is that precisely because prepayment is an 
effective device to budget and spread the costs of medical care, it 
can serve to lower or even remove the economic barrier to preven- 
tive medical services, that is, early diagnosis and detection and 
prompt treatment. Where the so-called principles of insurance can- 
not be further bent to permit the provision of such benefits, they 
would be considered subordinate to the idea of budgeting through 
prepayment. If the existing pattern of organization of medical 
services precludes the application of prepayment across the board, 
lest serious abuses develop, it may have to be modified. There are 
those who propose the combination of prepayment and group prac- 
tice as the major alternative. 

In recent years research has been directed at the question 
whether the provision of comprehensive physicians’ services (in- 
cluding office and home visits) through insurance is compatible 
with reimbursement of physicians on a fee ior service basis. This has 
generally been cunsidered impracticable. A preliminary report on 
Windsor Medical Services of Windsor, Ontario indicates, however, 
that this local plan does not suffer from significant abuses. “Exces- 
sive demands for service, ‘shopping around’ for physicians, unrea- 
sonable requests for medical attention outside regular hours, and 
overutilization of service by newly-enrolled subscribers are not ad- 
ministrative problems of major proportions.” 2" The Windsor plan 
does, as it must, maintain certain administrative controls; but apart 
from waiting periods for preexisting conditions and maternity, they 
focus on the participating physicians rather than on the subscribers. 


Impact of Health Insurance on Utilization and Costs 


Even if one recognizes with Kulp that insurance “is after all a 
mechanism with a limited objective and a limited function,” ** it 

27§. J. Axelrod and Robert E. Patton, “The Use and Abuse of Prepaid 
Comprehensive Physicians’ Services,” American Journal of Public Health, May, 
1952, p. 574. 


28 Clarence A. Kulp, “Voluntary and Compulsory Medical Care Insurance,” 
Papers and Proceedings, American Economic Review, May, 1951, p. 674. 
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does not follow that insurance has no important side effects. Thus, 
it is generally expected that health insurance will increase the 
utilization of medical care services as the financial barrier to the 
demand for care is lowered. Initially such an increase is always in 
order, if only to correct prior neglect; but ultimately a reduction 
may take place as preventive medical care presumably bears fruit. 
The converse is also possible, though, as subscribers become edu- 
cated and learn to appreciate the benefits to which they are entitled. 
Many surveys of hospital utilization appear to be quite consistent 
in this respect: the insured enter the hospital more often and use 
more days of care on the average than do the uninsured. This 
holds true despite the absence of adverse selection, since the in- 
sured tend to be drawn from the more favored socio-economic 
groups. At least one survey has also shown greater “abuse” of 
hospital care by the insured than by the uninsured. In part this is 
attributable to the selective operation of health insurance among 
various medical services. Whenever an insured and an uninsured 
service can be substituted one for the other, the insured service is 
likely to be preferred. If the insured service happens to be more 
costly, as in the case of hospital care, an increase in total expendi- 
tures ensues which is in part attributable to a distortion in the pat- 
tern of care effected by insurance. Finally, insurance may raise 
costs to the extent that incentives towards efficient operation are 
diminished. If producers of services are reimbursed at cost by 
third parties ?° or insurance is priced on the basis of cost plus, costs 
may be expected to rise faster than when patients exercise some 
restraint through direct payment. 

As of today, insured families are known to spend more for 
medical care than uninsured families. Indeed, the former spend 
more out-of-pocket than the latter at every income level. A number 
of possible explanations of this surprising finding come to mind, 
among which the most satisfactory appears to be the hypothesis that 
the insured start with or acquire the greater appreciation of medical 
services.*° 

How the expenditures of an insured population will behave in 
the long run is another question. Most of the pressures are upward, 
except for the possible effects of preventive medicine. Even here 
postponed deaths may sometimes be exchanged for protracted sick- 
ness and prolonged need for medical care. There is reason to be- 


2° Hearings before Commissioner of Insurance, State of Michigan, re Blue 
Cross Rate Increase, 1956, (Processed), pp. 39-41; and Hearings before De- 
partment of Insurance, Commonwealth of Pennsylvania, re Application of Hos- 
pital Service Association of Pittsburgh for Increase in Subscriber Rates, Harris- 
burg, 1956, (Processed), pp. 156, 216. 

3° Data in Anderson and Feldman, op. cit., pp. 26, 113, 132; for discussion 
see forthcoming review by the writer in Review of Economics and Statistics. 
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lieve that in actuality contro] measures may be imposed before the 
impact of insurance is fully realized.*' 

In one respect the effect of insurance is obvious, in that it costs 
money to administer the insurance scheme. Benefits paid out are 
less than premiums by the amount of the retention charge. In 
recent years this charge has averaged 20 per cent of premiums for 
all insurers, which is equivalent to a mark-up of 25 per cent on 
benefits. 

The increase in medical care expenditures is in part accounted 
for by an increase in prices. If the 1935-39 base is used, medical 
care prices are reported to have risen less than the overall con- 
sumer price index. In terms of the 1947-49 base, they have risen 
faster. In turn, hospital rates are reported to have increased at a 
rate considerably above the average of medical care and drugs as 
a group and physicians’ prices at a rate below the average.** Al- 
though these findings may be questioned in detail,®* they are be- 
lieved to reflect the broad trend accurately. 

The rise in the price of medical care, in combination with the 
greater complexity of services, has raised the cost of a given basket 
of services, and reduced the value of a specified set of cash benefits. 
Moreover, application of the traditional sliding scale of fees in a 
world of insurance can have unexpected consequences. If the in- 
surance benefit is considered as furthering the patient's ability to 
pay, fees would tend to be raised in partial or full offset. Evidence 
has been offered that this has sometimes been the case.** 


Service Versus Cash Benefits 


The steady increase in costs continues to give point to the con- 
troversy regarding the merits of cash benefits versus service benefits. 
From the very beginning Blue Cross plans have in general tended 
to offer service benefits, and most Blue Shield plans provide service 


31 See, for example, Brian Abel-Smith and R. M. Titmuss, The Cost of the 
National Health Service in England and Wales, Cambridge, England, 1956, 
p. 170. 

32 Dickinson and Raymond, op. cit., p. 22. 

33 Howard Lee Bost, An Analysis of Charges Incurred for In-Patient Care 
in General Hospitals: Implications for Protection Against the Cost of Hos- 
pita! Care, Ph.D. Dissertation, University of Michigan, 1955, p. 48, concludes 
that the Bureau of Labor Statistics price index substantially overstates the ex- 
tent of the increase in hospital prices. Or the basis of Dickinson’s qualifica- 
tions to his conclusions regarding trends in the productivity of physicians, the 
writer would conclude that the B.L.S. price index understates the increase in 
physicians’ prices. See Frank G. Dickinson, The Cost and Quantity of Medical 
Care in the United States, Bull. 66, B.M.E.R., A.M.A., 1948, p. 17. 

%4 Martin E. Segal, “The Consultant and Doctor-Sponsored Plans,” Ad- 
dress before Western Conference of Prepaid Medical Care Plans, Seattle, 
October, 1955 (mimeo), p. 3; Proceedings of Business and Industrial Medical 
Conference, sponsored by Beth David Hospital, New York, 1956, pp. 11-12. 
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benefits below a specified income level. Above this level, the sliding 
scale remains operative. With a few exceptions, the commercial 
insurers have provided cash reimbursements up to stated limits, 
leaving the buyers and seller to negotiate their own bargains. 

Some persons connected with the development of the nonprofit 
insurance plans view the service principle as a basic and essential 
element of an adequate health insurance plan. Others regard it as 
important for the lower income groups, because of a tendency on 
the part of some physicians to abuse health insurance. Still others, 
especially those connected with the development of health insur- 
ance by the commercial companies, object to service benefits in 
principle. The reason given is that a sound scheme of health in- 
surance cannot dispense with a deductible and the coinsurance 
feature. Cash benefits are in fact intended to incorporate these 
features. In addition, cash benefits give the producer 4 necessary 
measure of flexibility in adjusting charges when circumstances 
change. 

The recently developed major medical insurance aims to avoid 
the issue of the form of benefits, in effect, by paying in accordance 
with the charges actually incurred by the subscriber—subject to a 
stated deductible, a coinsurance factor, and a ceiling. This form of 
insurance is still experimental and its experience in covering <« broad 
spectrum of services remains to be analyzed. Even so, certain prob- 
lems can be glimpsed. 

The possibility of over-insurance is not strictly germane in the 
present context; the methods employed to cope with it are briefly 
the “corridor deductible” or the attempt to have major medical 
supersede all other insurance. Highly relevant is the possibility 
foreseen of an inflation in the costs of medical care,whether of a 
creeping or galloping variety. Doubt has been expressed that a 
coinsurance factor of 20 or 25 per cent can be an effective deterrent 
to spending.*® Does it not resemble an excess profits tax of 75 to 
80 per cent in the tendency to promote non-essential spending? In 
the absence of a schedule of fees or inside limits the only protection 
is that the charge be “reasonable and customary.” For this the in- 
surance companies now look to the cooperation of the doctors and 
other producers. 

When the issue of service versus cash benefits is dealt with as a 
matter of principle, the opposing views appear to be irreconcilable. 
In terms of the relationship between insurance benefits and corres- 
ponding medical care charges, however, it is evident that uniform 

%5 Jerome Pollack, “Major Medical Expense Insurance: An Evaluation,” 
Delivered before Medical Care Section of American Public Health Association, 
Atlantic City, November, 1956, pp. 15-17; Abbas S. Yousri, Appendix to Pre- 
payment of Medical and Surgical Care in Wisconsin, Ph.D. Dissertation, Uni- 
versity of Wisconsin, 1956, pp. 35-36. 
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cash benefits that suit rural, low cost areas are inadequate in urban 
areas. They may impose uupredictable burdens on a family at the 
time of illness, almost to the point of nullifying the value of insur- 
ance. If a deductible is to be included, it may properly be expected 
to behave in predictable fashion; that is, the insurance company, 
not the patient, absorbs variations in costs.** Nor is there any rea- 
son why the deductible needs to apply in the same manner to every 
type of medical service. Analogous reasoning would appear to ap- 
ply to the coinsurance feature, if its efficacy and desirability were 
accepted. There is reason to believe, however, that coinsurance may 
be an ineffective deterrent to extravagant spending by the well-to- 
do, while imposing excessive burdens on the average family. 


Availability of Clinical Material 

The issue of the form of benefits is a perennial one. Other 
issues are unexpected and newly challenging. Coincident with 
prosperity, health insurance has increased the number of hospital- 
ized patients who can pay a private physician and has reduced the 
number seeking admission to the wards of hospitals as service pa- 
tients. It is the latter group who have traditionally served as the 
clinical material for teaching medical students, interns, and resi- 
dents. 

Some factors have mitigated or postponed the impact of this 
development. Clinical material used to be super-abundant in many 
areas; for the time being, some patients with hospitalization insur- 
ance have continued to go to the ward; and after World War II, 
the hospitals of the Veterans Administration became an additional 
educational resource. 

In the foreseeable future, however, some hospitals will be faced 
with a real shortage of patients for teaching if they continue to 
rely exclusively on ward patients. It is commonly said that such 
patients receive the best medical care. Yet it is extremely unlikely 
that improvement of the quality of medical care would be con- 
sidered adequate cause to reverse econoncic policies aimed at a high 
level of income and employment or even to retard efforts towards 
the maximum development of health insurance. 

Rather, the medical teaching institutions will have to learn to 
prosper and grow in the midst of economic plenty, enjoying the 
opportunity to render high quality care to private, as well as to 
charity, patients. This may prove to be a difficult task, but one that 
must be solved in the none too distant future. The experience being 
accumulated by some institutions in using paying patients for 
teaching should prove helpful. 

36 Bost, op. cit., pp. 170-71; E. A. Van Steenwyk, “Blue Cross Has Earned 
Its Preferred Position, “Reprint from Hospitals, February, 1955, p. 2. 
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Protection for the Aged 


The aged population poses particular problems for health in- 
surance. At the very time that their incomes decline, their use of 
medical services tends to be increasing. Usually, they have also lost 
their status as members of a group. 

When a pers«n leaves a group, he loses his insured status unless 
he converts to an individual policy. For many years such conver- 
sion was not possible for subscribers to commercial group insur- 
ance. But even where the conversion privilege is freely granted, as 
with Blue Cross and Blue Shield or some of the independent plans, 
it is not usually exercised by the aged person leaving the labor 
market. One reason is the decline in income; another is the in- 
crease in premium; still another is the assumption of that share of 
the premium previously borne by the employer; and finally, the 
reduction in benefits that may take place, which renders the cov- 
ages or at the option of the insurer, may become operative. This 
erage less attractive. For those who have held individual commer- 
cial insurance, non-renewal and termination clauses, either at fixed 
has been designated as the single greatest gap in coverage for the 
aged.*? 

In 1953 the Health Information Foundation found that 31 per 
cent of persons 65 years and over had hospitalization insurance, 
against 57 per cent for the entire population. A disproportionately 
large proportion of the aged carry commercial individual insurance, 
which has by far the highest retention charge. Since the mean 
insurance benefit for the aged is two thirds higher than the average 
for all insured persons,** the difference in premiums between the 
two groups may have been even greater. 

Recent years have witnessed some progress. In New York State 
most commercial insurers do not cancel an individual policy for 
any reason except non-payment. One company now issues indi- 
vidual policies guaranteed renewable for life; the same company 
has a policy paid up at age 65, with issue ages up to 65. A number 
of commercial groups now permit conversion from group to indi- 
vidual policies, although the privilege is not stressed. Upon retire- 
ment more than one-third of the workers under collective bargaining 
are given protection at group premiums,*® either as members of 
the employee group or of a special retiree group. Evidence on the 


37 Joint Legislative Committee on Health Insurance Plans, State of New 
York, Preliminary Report, New York, 1956 (mimeo), p. 4. 

$8 Anderson and Feldman, op. cit., pp. 107, 167. 

39 Evan Keith Rowe and Donald M. Irwin, Older Workers Under Collec- 
tive Bargaining, Part II, Bureau of Labor Statistics Bull. No. 1199-2, Washing- 
ton, 1956, p. 6. 
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extent of employer participation is not clear; # however, it appears 
to apply almost equally to the retired workers and to their de- 
pendents. If the retiree is kept in a group, benefits are less likely 
to be reduced than when he converts to individual coverage. 

Combined with the fact that more persons under 65 have had 
the opportunity to acquire insurance, all of these developments 
have contributed to increased enrollment among the aged. In 1955 
the percentage insured at age 65 and over was 10 points above 
1953.41 Notwithstanding, it bears emphasis that conversion from 
group to individual enrollment is accompanied by higher premiums 
or reduced benefits or both. With Blue Cross or Blue Shield, con- 
version typically entails an increase of approximately 20 per cent in 
premium; with commercial insurance, it entails an increase of as 
much as 300 per cent for a constant benefit level. Evidently the 
non-profit plans aim to approach a level life-time premium, while 
the commercial insurers adjust premiums more closely to the utiliza- 
tion experience of the particular group. 

It is doubtful that the aged can be effectively protected by in- 
surance unless some means is found for having their premiums paid 
while they are still active in the labor force. Even so, there is some 
question whether employees would voluntarily choose to pay higher 
premiums today in order to be eligible for benefits later, as long 
as the prevailing structure of benefits falls considerably short of 
covering their current medical bills. 

It has been suggested that the Old Age and Survivers Insurance 
system may be an appropriate mechanism for providing health 
insurance for the aged. Whatever the mechanism, the level of 
premium would depend on the range and level of benefits provided 
and on the extent to which the extra utilization incurred by the 
aged is spread among the various segments of the community. 
Despite the advent of major medical insurance and th: ‘ntroduction 
of extended benefit plans by a number of Blue Cross and Blue 
Shield Plans, the ultimate role of voluntary health insurance in 
financing long-term care, in which the aged are involved to a dis- 
proportionate extent, is by no means settled. And the question of 
delimiting the group at risk is a highly charged one, having taken 
on the form of a controversy between a community-wide rate and 
experience rating. 

Community-wide Rate versus Experience Rating 

The community-wide rate is traditionally that used by Blue 
a *° Compare ibid., p. 12 and Evan Keith Rowe, Health, Insurance, and 
Pension Plans in Union Contracts, Bureau of Labor Statistics Bull. No. 1187, 
Washington, 1955, p. 5. 

*! Unpublished information from Health Information Foundation. 


*2 Estimates given during discussion at Governor's Conference on Financ- 
ing Health Care for the Aged, Albany, Dec. 6-7, 1956. 
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Cross, Blue Shield, and the independent non-profit plans. Its basis 
lies in the objective of “universal enrollment.” The community-wide 
rate spreads the cost among favorable and unfavorable risks so that 
the former subsidize the latter. 

Under the pressure of intensified competition, certain Blue 
Cross and Blue Shield plans have retreated from the community- 
wide rate, particularly in their negotiatior.s with large employers and 
health and welfare funds. They apply experience rating in the same 
manner that the commercial insurers do, namely, by adjusting the 
premium to the claim experience of the particular employee group 
without further regard to any social implications. 

The dilemma confronting the non-profit plans is a real one. If 
they compete with their rivals, they seem to abandon the goal of 
covering the entire community. In a sense, experience rating of 
“good” groups inevitably leads to experience rating of “poor” 
groups.** Conversely, if they choose to adhere to principle, they 
may lose the best part of their business, the very part that enables 
them to enroll the poorer risks at a moderate premium. There is no 
simple way to resolve this dilemma, and some plans have chosen 
one course and some the other. 

It goes without saying that insurance per se involves associa- 
tion and operates in a social context. “The concept of insurance as 
applied in the health field means the pooling of funds from a large 
number of people to meet the costs of medical care—costs which 
by their very nature cannot be budgeted by the individual family.”** 
There is the question who comprises this large number of people. 
In twentieth century industrial America, the choice of the employee 
group appears to be a natural one. It may seem academic to point 
out that in insuring this group as a unit, the experience rating ap- 
proach stops short of its logical limit, namely, subdivisions by age 
and by sex. By the same token, this recogniticn of the social reali- 
ties or necessities suggests that a larger group, such as the com- 
munity, may perhaps serve even more appropriately as the unit for 
health insurance. The community, too, is concerned with health 
and medical care, and its members are concerned with the welfare 
of their fellows. But why stop at the community level? Is not the 
state frequently just as appropriate a unit; or for some purposes, 
the nation? * 

48 Avram Yedidia, “Health and Welfare Funds,” Presented at Sixth Annual 
Group Health Institute, Cooperative Health Federation of America, Philadel- 
phia, August, 1956 (mimeo), p. 7. 

44 Tbid., p. 9. 

*5 Harry Becker’s “Reflections on the Future,” Hospital Management, May, 
1956 (mimeo version), p. 10, recognizes this. He states, “Blue Cross . . . must 
. . . find ways to cover the uncovered population. . . . It means the broadest 
possible community-wide, state-wide and, in some cases nation-wide, pooling 
z = with as nearly uniform rates and as nearly uniform benefits as pos- 
sibie. 
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There is no simple answer. Much depends on the context within 
which the vrinciple is to be applied. If combined with a program 
for protecting the aged, experience rating might take on new mean- 
ing. Loaded with the costs of long-term illness, the community 
rate could be overburdened. There are intermediate goals, how- 
ever, which lie perhaps beyond the reach of experience rating but 
within the capabilities of the community-wide rate. The question is 
whether it is possible to induce people voluntarily to pay a higher 
premium, whatever the reasons or sponsorship, when a lower prem- 
ium is available. If exhortation or other methods of persuasion fail, 
the problem becomes complicated and may assume political over- 
tones. 


Conclusions 


Consumer expenditures are now less than three-fifths of all ex- 
penditures for medical care in this country and cannot be regarded 
as a valid basis for discussing the costs of medical care. Govern- 
ment has been playing an increasing role and, more recently, busi- 
ness has assumed greater importance. 

By any criterion, voluntary health insurance has grown remark- 
ably. There is no agreement, however, on its objectives or on 
measures for evaluating the effectiveness of its performance. Much 
controversy still pervades the field. 

Just as the issue of enrollment potential is about to disappear, 
that of the community-wide rate versus experience rating is receiv- 
ing more intense attention and that of continuing availability of 
clinical material is emerging. Thinking regarding protection of the 
aged appears to be shifting from insurance mechanisms to finances, 
while the issue of service versus cash benefits is in some respects 
being accommodated. Action has been taken recently to extend 
the duration of benefits, and renewed recognition has been given to 
the importance of insuring non-hospital services. Methods of con- 
trol are being scrutinized anew. 

A pervasive complication is represented by the rising costs of 
medical care. Lasting prosperity is a mitigating force and has per- 
haps diminished for the time being the urgency of the matter of 
effective organization of medical care. Compulsory health insur- 
ance cannot be said to represent an immediate issue. 
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There has been discussion of health insurance in Canada for a 
generation or more, going back to the time when this pros,ram was 
included in the platform of the National Liberal Party ia 1919. It 
was not until a decade later that the question became an active 
subject for discussion and study by legislative bodies; but from 
1930 to the present there has hardly been a time when health in- 
surance in some form has not been a matter of public discussion 
and political controversy at either the national or the provincial 
level. 

Down through the years there seems to have been a shift in 
emphasis concerning the issue central to the discussion. A genera- 
tion ago, when the first public interest in the matter began to de- 
velop, the issue was drawn much more sharply than at present. 
The alternatives were simple. You either believed in health insur- 
ance or you did not. The alternatives were some form of public 
health insurance under governmental auspices or nothing at all. 
In the early 1930's, in Canada at least, the techniques of wide- 
spread group coverage which have brought voluntary and commer- 
cial plans so prominently into the picture in recent years had not 
yet been developed. 

The essential arguments of those opposing health insurance in 
the 1930’s were along two lines: either they held that health in- 
surance coverage was not necessary, since medical and hospital 
care was never denied to anyone needing it; or, alternatively, they 
argued that coverage of the risks attaching to sickness was not 
really susceptible to treatment by insurance principles. It is, of 
course, true that even in the 1920’s some commercial companies 
were already active in the field, selling mainly sickness and acci- 
dent insurance on a cash indemnity basis to individuals rather than 
to groups; but the numbers covered were only an infinitesimal 
fraction of the total population, and voluntary insurance on this 
basis could not seriously be considered an alternative to the possi- 
bilities inherent in the public programs then discussed. 

Contrast this, if you will, with the situation that presents itself 
today. Few persons question now the need for providing protec- 
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tion through some form of prepayment plan against the costs of 
medical and hospital care. Still fewer question the applicability of 
the insurance principle to this form of coverage or risk. It is now 
almost universally recognized that some form of health insurance 
organization is necessary and in the public interest. The insured 
person himself, his dependents, the insuring agencies, hospitals, and 
doctors all share directly in the benefits that flow from well-organ- 
ized health insurance programs. So do the employers, and indeed 
the community at large, although the advantages in their case may 
be more indirect than direct. What, then, is the argument against 
health insurance in 1956? 

The opposition that persists in 1956 is of a different order from 
that of earlier years. It now enters almost entirely, not on the 
principle of health insurance, sut rather on the question of volun- 
tary versus compulsory health insurance; or, to put it in another 
way, on the question of non-governmental versus governmental 
administration of the insurance program. Some sections of public 
opinion accept wholeheartedly the idea of health insurance and 
strongly support the voluntary initiatives which have been success- 
fully launched in this regard, particularly during the past twenty 
years. They are fearful, however, or suspicious of the proposed 
entry of government into the picture and argue that voluntary and 
commercial organizations have done such a good job that they 
should be allowed to complete under private enterprise the task 
which has been so well begun. 

Other sections of opinion accept with equal or greater fervor 
the principle of health insurance and recognize the contribution 
made thus far by non-governmental enterprises in effecting cover- 
age of large segments of the population. They entertain some 
doubts, however, as to the ability of voluntary and commercial 
insurance to effect coverage of the entire population and argue that 
we are rapidly reaching the point where voluntary methods are 
close to the saturation point in terms of their possibilities. These 
people do not entertain the same fears of government actively 
entering this picture. They argue that now the multiplicity of plans 
and coverage leads to confusion, overlapping, unfairness, and ex- 
pense which would be eliminated, or at least minimized, by a 
simpler universal plan that reaches out to all the population in 
terms of both contribution and coverage through the machinery of 
the government itself. 

It is not my purpose in this paper to espouse one cause or the 
other. Suffice it to say that in Canada both views are strongly held 
by important segments of public opinion. The task which I shall 
now undertake is that of analysis of the extent to which these two 
attitudes are reflected in the actual programs now in effect in 
Canada. From that analysis and from the proposals currently under 
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discussion in my country, it may be possible to determine the pat- 
tern for the future. 


Non-Governmental (Voluntary and Commercial) Insurance 
Coverage 

Let us turn first to an examination of insurance coverage in 
Canada provided under non-governmental auspices by commercial 
or other voluntary plans. Obviously, it is neither possible nor de- 
sirable to attempt a detailed examination of the infinite variety of 
plans currently offered in Canada, many of which provide different 
packages and levels of benefit at different levels of premium cost 
depending on the choice and on the financial capacity of the con- 
tributor. I shall undertake merely to trace the development of 
these plans and to give some indication of the scope of their cov- 
erage and the extent to which they can be considered to provide 
at least a partial answer to the insurance needs of Canadians in the 
field of sickness risks. 


Historical Development 

At the time when the first provincial Health Insurance Acts 
were passed in the provinces of Alberta (1935) and British Colum- 
bia (1936), alternative coverage of sickness risks under voluntary 
or commercial insurance arrangements in Canada was largely non- 


existent. A small number of individuals had provided themselves 
with sickness and accident coverage through commercial channels. 
Fraternal and benevolent societies offered limited amounts of pro- 
tection. A few employee groups had coverage either through their 
own co-operative arrangements or as a result of arrangements with 
their employer, but that was about all. 

The British Columbia and Alberta Acts were, of course, never 
put into actual operation; but their passage, particularly the Brit- 
ish Columbia legislation, stirred up considerable controversy. The 
implementation of the B.C. program was forestalled only by the 
refusal of the medical profession to participate. The resultant in- 
crease in public interest prompted many groups and associations 
who were genuinely concerned about the problem of financing 
sickness risks to experiment with alternative ways of meeting this 
problem. 

In some cases the groups undertaking these alternative ap- 
proaches were motivated by a desire to show that the job could be 
done properly and adequately under voluntary arrangements and 
that government should stay out of the field. This was the reason 
which prompted medical associations across Canada, in the years 
which followed the first health insurance battles of the mid-1930’s, 
to establish their own insurance organizations under official medical 
society sponsorship to provide medical-surgical services on a volun- 
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tary pre-payment basis. It was probably a similar motive, mixed 
with business acumen, that prompted the commercial insurance 
companies to step up their activities in the field and to develop 
and exploit with outstanding success the concept of group cover- 
age, which has been the largest single factor in the progress 
achieved by voluntary insurance. The success resulting from the 
approach of group coverage soon brought the life insurance com- 
panies, which had hitherto avoided the field, into the picture, com- 
peting with the older established commercial agencies which spe- 
cialized exclusively in the coverage of sickness and accident risks. 

Still other groups and associations decided to experiment with 
voluntary insurance approaches, not so much because they were 
fearful of government's intervention, but because they had prob- 
lems of their own and recognized the need of action being taken to 
meet them even if government for the time being had to back away 
from the task. The hospitals, for example, faced during the depres- 
sion years very serious financial problems. Their decision to enter 
through Blue Cross Associations and other organizations into 
the field of hospital insurance arose, not so much from fear of 
governmental intervention, nor even from motives of service to 
individuals in need of hospital protection, but primarily from a 
conviction that only through some such device as hospital insur- 
ance, developed on a large scale, could the hospitals themselves 
avoid financial disaster. Whatever the reasons or motives, there 
began to build up, from 1935 on—slowly at first but with increasing 
speed as the years went on—a complicated and intricate network 
of voluntary health insurance programs, overlapping and competing 
with each other, offering an ever more bewildering variety of bene- 
fits under varying arrangements and at varying costs, but, none the 
less, combining in total to provide increasingly significant degrees 
of coverage to an ever larger number of Canadians and their 
families. 

It was in these years from 1935 through 1940 that the first pro- 
fessionally-sponsored plans for providing medical care on a pre- 
payment basis were inaugurated; that the first hospital association 
sponsored plans for providing hospital care began to take shape; 
and that additional industries began to provide group coverage for 
their employees and families within the industrial or business set- 
ting. Some of these group arrangements were made with commer- 
cial companies; others with the plans developed by the service or 
professional organizations in the hospital and medical care fields. 
Their growth was slow at first. Even when the first nation-wide 
study of health insurance under governmental auspices was under- 
taken in Canada in 1942, very few Canadians had any form of 
health insurance. Within the past fifteen years, however, the growth 
of coverages under these non-governmental arrangements has de- 
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veloped both in breadth and in depth. Today no one can deny that 
a substantial and important contribution is being made through 
these plans toward the solution of the problem of meeting the 
health care costs of Canadians. 


Extent of Coverage 

As of the end of 1956, with a total Canadian population of 
slightly over 16 million persons, approximately 6.75 million are in- 
sured through non-governmental health insurance programs against 
the burden of hospital costs. Close to 5.75 million have purchased 
surgical benefit insurance, and about 4.5 million have medical in- 
surance coverage. What this means is that so far as voluntary hos- 
pital insurance is concerned, it provides coverage at the present 
time to over 40 per cent of the total population. If one excludes 
the Provinces of British Columbia and Saskatchewan, where the 
existence of public hospital insurance programs has resulted in the 
almost complete disappearance of voluntary and commercial hos- 
pital coverage except for marginal and supplementary hospital 
benefits, the result is that between 45 and 50 per cent of the popu- 
lation in the eight provinces lacking public programs is covered 
by voluntary hospital insurance. This is a tremendous improvement 
over the year 1942, for example, when only 6 per cent of the total 
population of Canada was covered under voluntary hospital insur- 
ance plans. From 6 to 40 per cent or more in a 14 year period is a 
creditable, and indeed an impressive performance. 

It may be noted, parenthetically, that in the same period, public 
hospital insurance programs have increased their coverage from 
about 5 per cent in 1942 to almost 25 per cent at the end of 1956. 
This coverage centers, of course, almost entirely in the Provinces 
of British Columbia and Saskatchewan, where coverage, because 
of the very nature of the public plans, is 90 to 100 per cent com- 
plete. 

Most encouraging of all is the fact that so far as hospital in- 
surance is concerned, the uninsured group, that is to say, the group 
protected neither by voluntary coverage nor by governmental pro- 
grams, has been reduced from 89 per cent of the total Canadian 
population in 1942 to little more than one-third at the present time. 

The key to the question of the future of hospital insurance in 
Canada may well be found in the.answer to the following question: 
Who is in a better position, the voluntary agencies or the public 
insurance programs now existing or proposed, to extend the cover- 
age which is now provided in one way or another for two-thirds of 
the population to the one-third which remains uncovered and which 
is demonstrably the most difficult of all to reach? 

On the score of surgical and medical benefits, the record of 
voluntary coverage is not perhaps quite so impressive as in the 
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case of hospital insurance. Slightly more than one-third of all 
Canadians are protected through this benefit. While this repre- 
sents a lower percentage of the total population than that covered 
by voluntary hospital insurance, it is significant that the numbers 
of persons with surgical and medical coverage has in recent years 
been overtaking the numbers provided with hospital coverage:. For 
example, in the four-year period 1951-1954, voluntary hospital in- 
surance coverage was extended to about 1.75 million Canadians 
who had not had it previously. In this same period, 2.25 million 
persons obtained medical insurance through voluntary arrange- 
ment, and about 2.5 million obtained surgical insurance. As volun- 
tary hospital insurance approaches its ceiling or saturation point, 
that its to say the percentage point beyond which it is difficult to 
extend coverage except on a compulsory basis, it may be expected 
that the figures for surgical and medical coverage wili narrow the 
gap even further. 

These percentage figures relate of course, to the country as a 
whole and do not apply evenly in all the provinces. Actually the 
coverage under hospital insurance ranges from a low of about 
25 per cent or less in the four Maritime Provinces io a high of just 
under 70 per cent for the large industrial Province of Ontario. The 
range in the case of surgical benefits is from a low of about 20 per 
cent in the Maritimes to a high of 45 to 50 per cent in Ontario. In 
the case of medical benefits the range is from a low of slightly 
under 20 per cent in the Maritimes to a high of about 35 per cent 
in Ontario. 

This reflects a pattern which is familiar to all who know the 
economic position of the various parts of Canada. The Maritimes 
are the disedvantaged Provinces of Canada, with much less in the 
way of industrial development. The average income of the popula- 
tion is lower than in Central Canada, and the industries are much 
less strongly developed and less able to carry the marginal costs 
which may spell to them the difference between survival and going 
under. Ontario, on the other hand, represents almost an ideal situ- 
ation from the point of view of voluntary insurance coverage. The 
average income of the people of this province is the highest in 
Canada. Here is found the largest concentration of industry and 
the largest percentage of the total population in industrial employ- 
ment, a situation which lends itself admirably to the techniques of 
group coverage which lie at the heart of voluntary insurance pro- 
grams. 

It is not too difficult to see how these more prosperous indus- 
tries can afford to play the part of the good employer, establish 
and pay a part or all of the cost of health insurance benefits for 
their employees, charge up the cost as a business expense under 
income tax laws, and pass on any additional costs as part of the 
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price of the finished product, to be paid for in the long run by con- 
sumers from coast to coast in Canada. It would not be correct, 
however, to assume that, because in Ontario it has been possible 
to develop voluntary hospital insurance coverage to a point where 
it now covers about 70 per cent of the total population, this repre- 
sents an attainable percentage for the populations in the other 
Provinces of Canada. For at least the poorer provinces of Canada 
it will remain indefinitely an unattainable goal to achieve even 
50 per cent of coverage through the voluntary and commercial 
agencies now in existence. This being the case, the question is 
bound to arise as to the justice and equity of a situation in which 
important sections of the population not covered by insurance pro- 
tection in the poorer Provinces of Canada continue to contribute 
through the price mechanism to the costs of employer-provided 
group coverages in the more prosperous industrial areas of Canada. 
The significance of this point is highlighted by the fact that in 
recent years by far the greater part of all coverage provided has 
been based on group coverage with the employer providing in most 
instances a portion if not all of the costs of coverage. 

The yard-stick of numbers covered is not, of course the only 
means of measuring the extent of adequacy of voluntary insurance 
protection. In some schemes large numbers may be covered, but 
the coverage may be only partial and, in some circumstances, 
wholly inadequate to the need. 

An alternative indicator of the extent and adequacy of volun- 
tary coverage is found in total dollar payments. In 1954, for ex- 
ample, sums paid out for hospital insurance benefits through non- 
profit plans amounted to almost $47 million, while insurance com- 
pany payments totalled another $29 million. This total of $76 mil- 
lion represents about one-quarter of total payments to public and 
private general hospitals (exclusive of mental, tuberculosis, and 
federal hospitals) from all sources. In other words, voluntary hos- 
pital insurance covered 40 per cent of the population but only 25 
per cent of the total cost of hospitalization provided in general 
hospitals for all the people of Canada. 

In summarizing the progress made under voluntary insurance, 
it may be said that in the past 15 years tremendous progress has 
ben made in Canada through voluntary insurance in increasing 
coverage of the population under various categories of protection. 
Voluntary hospital insurance coverage has increased from less than 
2 million in 1945 to 6% million in 1956; coverage for surgical care 
costs has gone up from 700,000 to 5% million in the same period; 
insurance for medical care costs (other than surgical ), from 300,000 
to 4% million. On this basis slightly more than half of our total 
population now have protection for some phase of their sickness 
risks, either hospital alone or hospital coverage with surgical and 
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possibly medical added. Possibly 25 per cent have something ap- 
proaching complete coverage, with a combination of hospital, sur- 
gical, and medical protection. Total payments through voluntary 
insurance plans covering hospital, surgical, and medical care ex- 
penses now amount to approximately $150 million annually and 
represent about 20 per cent of sickness costs incurred by Canadians 
in respect of general hospital, surgical, and medical charges. This 
is a far cry from the picture which presented itself in the 1930's 
when voluntary coverage was almost non-existent, and when the 
first moves began to be made in the direction of public health care 
programs. 

The real questions which Canadians still have to decide for 
themselves are these: Does the continuing rate of progress under 
voluntary insurance justify the argument that the problem as a 
whole can be handled through non-governmental effort and that 
governments should therefore stay on the sidelines? How much 
more coverage can be expected through voluntary insurance if the 
field is left open to voluntary enterprise? Can voluntary insurance 
ever hope to cover a large enough percentage of the population and 
a large enough proportion of total costs to solve the need and meet 
the public demand for coverage? If governments enter the field 
at all, should they limit their action to support or subsidy or volun- 
tary insurance coverage, mainly with reference to indigent and 
other marginal groups who cannot provide their own insurance 


protection? Or is there an argument for more direct intervention 
through the establishment of public insurance programs, either 
compulsory or voluntary in nature, which will meet the problem 
through government partnership with voluntary plans, or through 
competition with voluntary plans? 


Developments in Public Health Insurance 


Public Attitude Toward Governmental Action 


The first observation on the questions just posed but not an- 
swered is this: It might be expected that with over 10 million 
Canadians out of 16 million now covered in some measure against 
some of the costs of health care, either through public or through 
voluntary or commercial plans, and with possibly another million 
of the remainder being provided with partial or complete health 
care because of their special status—workmen’s compensation cases, 
ex-service personnel with pensionable disabilities, members of the 
armed forces, Indians, Eskimos, public assistance cases, etc_—pub- 
lic demand for and public interest in further governmental action 
in the field of health insurance would begin to die down. That is 
not, in fact, what has happened. The growth of voluntary insurance 
has not assuaged or sated the public appetite for health insurance. 
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If anything, it has whetted it. Millions of individuals have had a 
taste of the protection that can be provided through pre-payment 
plans, and this has intensified their desire to obtain coverage over 
a broader area covering all their sickness costs, not just a part of 
them. At the same time those who have coverage for themselves 
see the need for and are now demanding insurance coverage for 
the large segments of the population who are still outside the mantle 
of insurance protection. 

Organized labor, for example, which has won for itself through 
collective bargaining arrangements a large measure of protection, 
much of it at the sole expense of the employer, continues to de- 
mand governmental action in the health insurance field even though 
it faces the prospect that governmental action will require contribu- 
tions to be made by the individuai himself. 

Even stronger conviction about the need for insurance cover- 
age is felt by those still outside the groups protected. Some of 
these groups cannot afford to pay the full costs of protection them- 
selves. Others are, for one reason or another, excluded from cov- 
erage of the kind they feel they need or would like to have. It 
may be a question of age or of unsatisfactory medical history; it 
may be that the individual does not work for or belong to a group 
which makes group coverage in a certain kind of plan possible; it 
may be, and often is, sheer neglect, inertia, or plain lack of in- 
terest. Whatever the reason, however slender the excuse or the 
justification, these individuals still get sick. When they come face 
to face with the problem of how to pay their hospital or medical 
bills, they seldom fail to develop sudden and strong convictions 
about the need for further action in the health insurance field. 

The fact would seem to be that all sections of the population, 
including those already covered by voluntary insurance and those 
who are not, have been pretty well “sold” on the principle of in- 
surance coverage in the sickness field. It would appear, however, 
that the excellent job which the voluntary insurance agencies have 
done in selling the principle of insurance has not been successfully 
carried to the point where the general public is convinced that 
voluntary insurance should be given a monopoly in the field. In 
fact, the most recent public opinion poll in Canada has shown a 
sharp increase during 1956 in the percentage of persons positively 
favoring governmental action in the health insurance field, even 
though, and this was included in the question put up by the pollsters, 
it should mean an increase in taxes. No less than 72 per cent of 
the population according to this poll favors positive governmental 
action in the health insurance field. It must be obvious that if 
this expression of the popular attitude has any validity, the support 
for governmental action in respect of health insurance comes not 
merely from those who lack insurance coverage now, but also in 
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very substantial measure from persons already covered under volun- 
tary plans who, for one reason or another, find that this does not 
fully meet their personal or the public need. 

It would seem to be at least arguable as a conclusion of this 
that, while voluntary insurance has sold itself well during the past 
fifteen years so far as the principle of insurance is concerned, it 
has not clearly convinced the general public that it should under 
all circumstances remain voluntary. 

Further support for this conclusion may be seen in the atti- 
tudes of governments to the question. All ten provincial govern- 
ments and the federal government are made up of elected repre- 
sentatives who are supposed to have a pretty good idea of what 
the public wants and what the public favors. - It seems significant 
that no government in Canada has questioned or doubted the 
heightening interest on the part of the public in the question of 
health insurance. The three principal parties in the Parliament of 
Canada are all committed to a system of contributory heaith in- 
surance under governmental auspices, with federal aid provided 
to the provinces for this purpose. Two of the provincial govern- 
ments have been operating provincial hospital insurance schemes 
for some years, one of them being a socialist government. Both 
of them have publicly expressed their desire to move into the field 
of medical care insurance at the earliest possible opportunity. Two 
other provincial governments are operating at the present time pro- 
grams of hospital care involving large elements of insurance pro- 
tection, although they do not apply to the entire population in those 
provinces. A number of governments have had representations 
from their provincial hospital associations favoring governmental 
action in the field; and all governments recognize that health in- 
surance, at least with respect to the costs of hospital care, is today 
an active public issue. 

In the light of all this, it may be useful to review briefly the 
development of health insurance under governmental auspices in 
Canada. The earliest beginnings of interest in the subject, which 
pre-date in large part the real growth of health insurance under 
voluntary auspices, have already been mentioned. 


Municipal and Provincial Programs 


Public health care programs in the form of municipal hospital 
and doctor plans were established almost four decades ago in West- 
ern Canada, not on the basis of any theoretical convictions about 
health insurance, but simply as the sole method of bringing hos- 
pital and medical services to the populations concerned. This was 
perhaps one of the earliest examples of a guaranteed annual wage 
in trade union history! The municipalities built the hospital, paid 
the doctor from tax funds, and spread the cost over all property 
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owners and residents of the municipalities. The doctor provided 
treatment on a tax-supported basis, and that was that. 

In 1954, approximately 180 municipalities in Saskatchewan, 
19 in Manitoba, and 6 in Alberta had municipal-doctor contracts 
providing basic medical services for an estimated 200,000 persons. 
In view of these figures, it is not surprising that the people of these 
Prairie Provinces accept without noticeable signs of alarm the idea 
of governmental action in the health insurance field. 

Strictly speaking, of course, these ventures into the municipal 
hospital and doctor fields do not constitute health insurance at all. 
The first real health insurance i-gislation, in the proper sense of 
the term, was that which was placed upon the statute books in 
1935 in Alberta and in 1936 in British Columbia. Both efforts 
proved to be abortive. The cause of public health insurance re- 
ceived a particularly sharp setback in the British Columbia contro- 
versy of 1936 and 1937; and it was, in part at least, because of this 
setback on the provincial level that interest shifted to the federal 
scene. 

Here too, the initial efforts were not very productive. The fed- 
eral government established in 1942 a special committee to inquire 
into the health insurance question, an exhaustive report was pro- 
duced, draft legislation was prepared, the whole question was re- 
ferred to a special committee of the House of Commons; but that 
was as a far as it got. By this time, however, the seeds had been 
planted in both the provincial and the federal Parliamentary fields; 
and with all political parties at both levels of government con- 
tinuing to stir up the question in debate and discussion, it was not 
too long before action began to result. 

The first province-wide program covering a particular aspect 
of general hospital care was the maternity hospitalization scheme 
introduced in Alberta in 1945. This was not hospital insurance but 
a state-financed hospital program. Free maternity hospital care 
up to a specified limit in terms of days was provided to all expec- 
tant mothers with one year’s residence in the province. Two years 
later, the hospital insurance “sound barrier” was really broken when 
the provincial government of Saskatchewan introduced a full- 
fledged hospital insurance program based on the compulsory prin- 
ciple. Premiums provided a portion of the cost, and the balance 
came from the general revenues of the province. The government 
of this province in 1947 was, of course, a socialist government; and 
had nothing else occurred, the enactment of provincial hospital in- 
surance legislation might well have been put down on the record 
as another “socialist experiment.” 

Two years after the inauguration of hospital insurance in Sas- 
katchewan, a similar program was introduced in British Columbia. 
This is one of the most prosperous and rapidly developing parts 





Canadian Programs for Meeting the Sickness Risks 53 


of Canada. It has never had a socialist government. Hospital in- 
surance is certainly not regarded in the Province of British Colum- 
bia as a “socialist experiment” because it has, in fact, been intro- 
duced and carried through by two non-socialist governments whose 
chief concern has been, and is, to keep the socialist opposition in its 
place. 

The programs now in effect in Saskatchewan and British Colum- 
bia resemble each other in so far as coverage and benefits are con- 
cerned, but they differ considerably with respect to methods of finan- 
cing. Coverage under both schemes is province-wide in scope, and 
the services provided for in-patients in active treatment hospitals 
include standard ward care, drugs, x-ray and laboratory diagnostic 
services, the use of the operating room, and certain other auxilliary 
services. The Saskatchewan plan, which includes about 823,000 
persons, is financed in part through an annual personal premium 
of $20 for a single person, $30 for a married couple and a maximum 
of $45 for a family of three or more persons. In addition, funds are 
made available as needed from provincial general revenues and 
from one-third of the proceeds of a three per cent sales tax. The 
British Columbia plan, which covers about 1,185,000 persons, util- 
ized a system of personal premiums when the program was first 
introduced; but this method of financing was later abandoned. The 
scheme is now financed from general revenues and from part of 
the income from the provincial sales tax. An additional source of 
revenue is a charge of $1.00 for each day of hospitalization levied 
on patients. 

Two other provinces, Alberta and Newfoundland, have public 
hospitalization programs in operation which, while not based on 
orthodox health insurance principles, provide hospitalization cover- 
age to large segments of their provincial populations with little or 
no payment being required at the time of service. In Alberta, this 
program is financed through a special levy added to the property 
tax (which constitutes the premium in the case of property hold- 
ers ), a direct premium in the case of non-property holders, a direct 
financial subsidy from the provincial government, and coinsurance 
charges ($1 or $2 per hospital day) paid by the individual at the 
time of receipt of service. This form of publicly supported hos- 
pital insurance or prepaid hospital care is not universally applicable 
throughout the Province of Alberta but has to be voied into effect 
by the local option of the voters in each municipality or city. 

It is currently estimated that about 75 per cent or 800,000 of 
the province’s population is now covered through this arrangement. 
It should be noted that this does not exclude the possibility of con- 
tinuing voluntary hospital insurance activity in this province. 

The Province of Newfoundland, newly come into Canada in 
1949, has special problems which distinguish it from other parts of 
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Canada. Its scattered population, its very low income level, and 
the remoteness of its settlements have made it necessary for the 
provincial government to build and establish many centers through- 
out the province small cottage hospitals and to employ doctors to 
provide medical services to the people in the vicinity. But for this 
action of the Newfoundland Government, it can be stated with cer- 
tainty that health services, either hospital or medical, would be 
largely unavailable to the majority of the people of the Province. 
An effort is made to have the program in Newfoundland conform, 
at least nominally, to the contributory principle by having a pre- 
mium or contribution collected from as many individuals or fam- 
ilies as possible. However, the poverty of the population and the 
remoteness of the areas in which the cottage hospitals are located 
make it impossible to insist upon the payment of a premium as a 
condition of receipt of service. The premium in these circumstances 
becomes therefore simply one of the financial devices used to 
lessen the burden which otherwise falls upon the general revenues 
of the province. 

It will be noted that in the four provinces mentioned, all of the 
public health insurance ventures, if they can be properly described 
by that phrase, are found in the hospital rather than the medical 
care field. The reasons for this are understandable. Hospitals and 
hospital associations have generally been much more favorably in- 
clined to government initiatives in the field than has the medical 
profession. Continually harassed by recurring annual deficits, these 
hospital boards have welcomed any approach which would offer 
some prospect of helping to solve their annual financial problems. 
Hospitals, being non-porfit ventures at best, have never been able 
to operate except on a basis of support from the public authorities, 
municipal, provincial, or federal. Not many of them were disposed 
to reject the idea of public hospital insurance programs solely on 
the ground that governments should stay out of the hospital field. 
They knew all too well that if the governments were to follow such 
advice literally, the position of every hospital in the country would 
be doomed. 

In the case of the medical profession, on the other hand, their 
resistance to the idea of public intervention through insurance in 
the field of medical care was in the early years, at least, unmistak- 
able and strong. The consequence was to divert the efforts and 
activities of government into the more receptive hospital insurance 
field. 

There is one program in the field of public medical care 
which deserves special mention. Since 1950 there has been in 
operation in the Swift Current area of Saskatchewan a public 
medical-dental care program covering about 50,000 persons. This 
program provides a complete range of medical care services in the 
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home, office, and hospital. In addition, dental care is available for 
children. The plan is financed through a compulsory personal tax 
ranging from $18.00 annually for single persons to $44.00 for fam- 
ilies of four or more, and by a property tax of about two mills. 
Financial assistance is also provided through small annual provincial 
grants. The number of doctors practicing in the Swift Current area 
has approximately doubled since the inauguration of the scheme, 
from which it can perhaps be deduced that one program has not 
proved detrimental to the interests of the medical practitioners 
directly concerned. 


Position of the Federal Government 


So much for the initiatives taken to date at the provincial level 
in the field of hospital and medical care insurance. Now let us 
turn to the federal government. The stated interest of the federal 
government is to assist the provinces in their desire to undertake 
health insurance. It is not and never has been to replace the prov- 
inces in the field itself. The Canadian constitution requires that 
health insurance be a matter of provincial jurisdiction and admin- 
istration; and discussions of health insurarce through the years 
have, almost without exception, accepted and approved this prin- 
ciple. 

While there is almost complete unanimity that health insur- 
ance under the constitution is a matter for the provinces and should 
remain so, it does not follow that there is no national or federal 
interest or responsibility in the matter. Most Canadians would 
agree that in matters affecting the well-being of the people of the 
nation as intimately as health or sickness does, there must be and 
is a legitimate national interest which the federal government can 
quite properly recognize. The problem has been to determine the 
proper nature and extent of the federal government’s interest and 
responsibility; the channels through which it can best be expressed; 
the proper timing and phasing of the program; and the limits 
within which it has a responsibility for providing financial assist- 
ance, leadership, and technical guidance to the provinces. 

With these considerations in mind, the federal government has 
since 1942 heen endeavoring to clarify for itself and for the Cana- 
dian people the role which the government of the nation should 
properly play in a field which is essentially provincial in character. 
Reference has already been made to the advisory committee of 
officials on health insurance established in 1943. After one year’s 
work this committee presented in 1943 a report, including a draft 
health insurance bill, for the consideration of a special committee 
of the House of Commons. While no action was taken in respect 
to this legislation, in 1945 a health insurance scheme based largely 
on the work of this committee was included in the federal govern- 
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ment’s proposals presented to the Federal-Provincial Post-War 
Conference on Reconstruction. This was the first federal initiative 
in the field of health insurance and was offered as part of the gen- 
eral federal proposals involving the redistribution of fiscal powers 
in the aftermath of World War II. 

Federal financial aid under this proposal was offered to assist 
provincial governments in the operation of a comprehensive health 
insurance program which would be nation-wide in scope and 
would be introduced in stages. The estimated cost to the nation 
as a whole was to be $250 million annually, with the federal share 
of this set at 60 per cent, or $150 million. General practitioner 
services and public ward care in hospital were to be introduced as 
the first stage in the operation of the plan; other services, such as 
specialist services, laboratory and radiological services, nursing 
services out of hospital, drugs, etc., were to come in later stages. 

This federal-provincial conference in 1945 was unsuccessful in 
reaching agreement on fiscal arrangements between the federal 
and provincial governments. At a result, the social security pro- 
posals of which the federal health insurance grants were to be a 
part were not implemented. 

The federal government, following the failure of the 1945 con- 
ference, decided to take advantage of the ensuing delay to improve 
the position of the various provinces with respert to their general 
health and hospital facilities, so that in the event of health insurance 
becoming a possibility at a later date, delays and bottlenecks in 
the implementation of the program might be minimized. In con- 
formity with this approach, the federal government introduced in 
1948 its National Health Grants Program through which it offered 
to make available to the provinces financial aid in the construction 
of hospital facilities, in the purchase of equipment, in the training 
of professional personnel, and in the conduct of provincial sur- 
veys of health services and resources. Ali of these activities were 
important to the future development of public health care plans. 
When this program was announced, the Prime Minister of Canada 
stated that these Health Grants had “the added advantage of being 
fundamental prerequisites of a nation-wide system of health in- 
surance.” The Grants originally made in 1948 have continued with- 
out interruption and have been expanded since that time. They 
now cover all fields in which it has been found necessary to 
strengthen facilities and services in anticipation of the eventual 
adoption of some form of public health insurance. 

Through all these years the federal government has consistently 
taken the position that the initiative and the responsibility for 
determining a course of action with respect to health insurance in 
any province must remain with that province. Each province must 
decide for itself, in the light of its own position and resources, if it 
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wants health insurance or not. If only one or two provinces want 
health insurance and are prepared to do anything about it, then 
obviously, according to the federal government, this cannot be 
regarded as a matter of nation-wide interest. One cannot justify 
taxing all the people of Canada to assist the people of only one or 
two provinces in meeting the costs of their health care. So runs 
the argument. 

On the other hand, whenever a majority of the provinces, repre- 
senting a majority of the people of Canada, indicate their desire or 
readiness to go ahead with health insurance or some agreed phases 
of it, in these circumstances the national, rather than a purely 
provincial, local, or sectional interest, is involved. Consequently, 
the federal authority has some responsibility to assist the provinces, 
within prudent and reasonable limits, to achieve the objectives in 
the health insurance field which they have set for themselves. 

This is the position which the federal government took when 
it met with the provincial governments in the most recent Confer- 
ence of October, 1955. It should be noted that at this conference 
the question of health insurance was placed on the agenda at the 
insistence of the provinces themselves. In compliance with the 
desire expressed by the provinces for a clarification of the federal 
government's present position on the health insurance question, 
Prime Minister St. Laurent offered certain proposals to the prov- 
inces with respect to hospital insurance and diagnostic (laboratory 
and radiological) services which have subsequently been worked 
out in greater detail. The limitation of the present proposals to 
the area of hospital insurance and diagnostic services should be 
noted: it reflects the judgment of both federal and provincial gov- 
ernments that health insurance in Canada can best be implemented 
by stages, and that these are the stages where implementation is 
now most likely to be feasible. The detailed statement of policy 
presented to the provinces on January 26, 1956 state specifically 
that “only after the establishment of some form of hospital insur- 
ance should further consideration be given to what additional steps 
should be taken.” 

The proposals now under consideration may be itemized as 
follows: 

“1. The federal government has stated that it is ready to assist 
with technical support and financial assistance any provinces 
wishing to embark upon agreed phases of provincially administered 
health insurance schemes, involving no constitutional change or 
interference in provincial affairs, as soon as a majority of provincial 
governments representing a majority of the Canadian people indi- 
cate that they are ready to proceed. 

“2. The view of the federal government, concurred in generally 
by the provinces, is that priority of attention at this time should be 
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given to the development of plans to cover diagnostic (laboratory 
and radiological) services and hospital care, and that only after the 
establishment of some form of hospital insurance should further 
consideration be given to what additional steps should be taken. 

“3. The federal government is ready, once a majority of govern- 
ments representing a majority of the people of Canada declare 
that they are ready to introduce hospital insurance, to recommend 
to parliament that it provide by legislation grants to cover a share 
of the cost of this element of health insurance, to take effect when 
that majority of provinces have such plans in operation. 

“4. In order to qualify for consideration, provincial hospital 
insurance plans should, 

(a) make coverage universally available to all persons in the 

province; 

(b) include provision of specified diagnostic (laboratory and 
radiological) services to persons in hospital, and within 
an agreed period of time to persons outside of hospital; 

(c) provide for a limit to be placed on co-insurance or deter- 
rent charges so as to ensure that an excessive financial 
burden is not placed on patients in respect of hospitaliza- 
tion costs at the time of receipt of service. 

“5. The federal government's contribution to costs of hospitali- 
zation under a recognized provincial hospital insurance plan would 
be a specified proportion of ‘shareable’ costs. Shareable costs would 
be determined on the basis of normal operating and maintenance 
costs, insofar as these relate to standard ward care in general 
chronic and convalescert hospitals; but would not include capital 
costs (such as depreciation, interest, amortization or debentures, 
and so forth), nor extra costs properly attributable to the provision 
of semi-private and private ward care; nor the ‘uninsured’ portion 
of a patient’s hospitalization costs (such as the amount which is 
paid directly by patients through co-insurance or deterrent charges ) ; 
nor provincial administrative costs. Costs of care provided to war 
veterans in respect of pensionable disabilities, as well as costs of 
hospitalization provided under workmen’s compensation, third- 
party liability insurance claims, or similar arrangements would also 
be deducted in determining ‘shareable’ costs. 

“6. There would likewise be excluded, from any plan in which 
the federal government would share, the costs of caring for patients 
in tuberculosis and mental hospitals, under the control of the 
provinces and subsidized by the provinces. This exclusion would 
not apply to psychiatric or tuberculosis treatment services in general 
hospitals. 

“7. The federal contribution to a province which operates a 
recognized plan within the framework of the federal proposals will 
amount to: 
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(a) 25 per cent of the average per capita costs for hospital 

services in Canada as a whole; plus 

(b) 25 per cent of the average per capita costs in the province 

itself multiplied by the population covered. 

“In calculating the percentages and per capita costs referred to, 
only shareable costs as already described are included.” 

A good deal has been said and written since the conference in 
January 1956 as to the way in which this federal formula would 
affect the various provinces. Much discussion has developed also 
on a number of specific points contained in the proposals, e.g., the 
question of universality and what it means, the inclusion of diag- 
nostic (laboratory and radiological) services in and out of hospital, 
the question of co-insurance charges, and the exclusion of care in 
T.B. and mental institutions. Questions have also been raised about 
the integration of existing voluntary schemes with any public 
scheme which may emerge in any province. It is not possible to 
enlarge upon all these matters in this paper; but a word may be 
said in conclusion as to the way in which the financial formula 
would actually work out. 

While the federal share of costs for the nation as a whole will 
amount to 50 per cent of “shareable” costs, the double-barrelled 
nature of the formula, viz., 25 per cent based on the national aver- 
age and 25 per cent based on the provincial average, will result in 
some provinces, whose costs are higher than the national average, 
receiving as little as 45 per cent of their actual costs. On the other 
hand, the poorer provinces whose costs are below the national 
average will benefit from the inclusion of the national average in 
the federal contribution formula. In the disadvantaged Maritime 
provinces the federal share will be anywhere from 57 per cent in 
Nova Scotia to 72 per cent in Newfoundland. In the three central 
provinces, Quebec, Ontario, and Manitoba, provincial costs show 
little variation from the national average and the federal share will 
consequently move within a very narrow range from 49 to 51 per 
cent. Only the three western provinces, where costs are considerably 
higher, stand to get from the federal contribution significantly less 
than 50 per cent of their actual provincial costs. Yet by a strange 
circumstance these are the first, and to date the only, three prov- 
inces to announce their acceptance of the federal government's 
proposals! They have undoubtedly been influenced in their decision 
to accept the federal proposals by the fact that they are already 
bearing out of their own provincial funds most if not all of the ex- 
penses which the federal government now proposes to share; and, 
in addition, while the federal formula operates to their disadvant- 
age when the results are expressed percentage-wise, the dollar 
contributions which they will receive will actually be considerably 
higher than in the case of the less wealthy low-cost provinces. 
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A word in conclusion on the actual estimates of costs. Based 
on the calendar year 1956, with all ten provinces in the scheme, the 
estimated cost to the federal government, to be paid out of general 
federal revenues would have been as follows: 


(A) Federal share laboratory and radiological 

services (50 per cent) $24.0 million 
(B) Federal share hospital care costs (stand- 

ard ward care )—50 per cent $158.5 million 





Total federal share $182.5 million 


The other 50 per cent, an additional $182.5 million, together with 
all the non-shareable costs excluded by the federal sharing formula, 
will continue to be the financial concern of the hospitals themselves, 
the supporters of the hospitals, and the provincial and local govern- 
ments directly concerned with the provision of health services and 
care to the people of the nation. On the ability and the willingness 
of the provincial governments to shoulder the responsibility of 
financing this remaining 50 per cent by a system of insurance con- 
tributions, or in other ways, depends the fate of the present federal 
health insurance proposals. 

At the present time no one can with certainty predict the 
eventual outcome or the date on which the required majority of six 


provinces (including either Ontario or Quebec) with a majority of 
the population will be obtained. As 1956 came to an end it was 
as the golfers would say, “dormie three”—three up and three to 
go. Who knows, perhaps the new year 1957, a federal election year 
in Canada, will provide the answer! 
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When final approval was given to the Social Security Act 
Amendments of 1956, the Federal government made its first major 
move in the direction of making a measure of permanent disability 
insurance available to most Americans under a social insurance 
plan. Data derived from this new program will shortly provide a 
basis for evaluating the wisdom of the new provisions and give 
direction to future expansion of the program. As thought is given 
to the development of a fully comprehensive disability insurance 
program for the United States, data and experience will also be 
needed in evaluating the possibilities and desirability of insuring 
the hazard of temporary non-occupational disability. This paper 
will attempt to bring together and evaluate some of the pertinent 
information about experience with temporary disability insurance 
as it has developed in the states. 

For purposes of comparison it is fortunate that the four state 
non-occupational disability programs in operation provide examples 
of three distinct methods of providing this from of insurance.? The 
oldest program, Rhode Island’s, employs an exclusive state fund. 
In the next two laws that were passed California and New Jersey 
provided that employers could substitute private insurance for 
mandatory state fund coverage. Laws of this type are said to 
provide for “contracting-out.” The most recent law is New York's. 
It offers employers a choice of self-insurance, private insurance, or 
the state fund. Each of these variations has staunch advocates and 
opponents, and to clarify the positions these partisans take, as well 
as to point up the basic questions about the alternative methods, a 
summary of their arguments and philosophies might be useful. 


1 This paper is based, in part, on a doctoral dissertation accepted by the 
University of Illinois, great assistance in the preparation of which was offered 
by Professors E. B. McNatt and R. I. Mehr. Additional help on this paper 
was given by the Economics Seminar of the Pennsylvania State University 
and, particularly, by Professors A. H. Reede and R. H. Wherry. 

? The Railroad Disability Insurance Program will not be considered in this 
paper because comparable cost figures are not available and because of differ- 
ences in the composition of the covered population. 


(61) 
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The most frequent arguments in favor of an exclusive state fund 
are that it is easy and cheap to administer because it has no acqui- 
sition costs and because it can use unemployment compensation 
methods, offices, records, and personnel. It is also claimed that 
this is the only way to achieve the goal of social insurance, to 
provide basic protection to all workers—with the lower-paid work- 
ers receiving proportionately more benefits in relation to their con- 
tributions than higher-paid workers—at the least over-all cost. In 
addition, it is argued that this type of law is easiest for most em- 
ployers and employees to understand and makes for easier handling 
of the problems arising from labor mobility and disability while 
unemployed. Those who oppose this type of program argue that it 
destroys benefit programs established by employers and unions, 
that a state fund would be burdened by fraudulent claims because 
employers would not be able to help administer the law, and that 
it is unwise to tie temporary disability insurance to unemployment 
compensation. 

The primary benefits seen by those who advocate contracting- 
out are that it permits employers to pay more than the minimum 
scale of benefits; provides az: incentive to seek better protection at 
less cost; retains the union-management privilege of negotiating for 
better protection; and does not have an adverse effect on private 
enterprise, i.e., insurance companies. The major arguments in oppo- 
sition are that the poorer risks will be left for the state fund, that 
it is difficult to provide for labor mobility or for the disabled un- 
employed, and that providing insurance under the contracting-out 
system is much more expensive. 

All the advantages and disadvantages of contracting-out are also 
ascribed to an employer liability law with a competitive state fund. 
In addition, supporters of this alternative point to the arguments 
that there is no “socialism” and government interference involved 
in this method of providing the insurance; that there is a maximum 
of flexibility to permit adaption to particular needs and situations; 
and that the rate can be more nearly adjusted to the risk. Oppo- 
nents say that the problems under contracting-out would be mag- 
nified; and, in addition, there would be no continuity of benefits, no 
coordination with any other social insurance program, enormous 
difficulties in administration, and confusion as to the nature of 
benefit rights. 

The primary philosophical argument underlying all state laws 
is that the burden of non-occupational temporary disability is too 
large for the worker to bear individually and that it is socially neces- 
sary and desirable to make it compulsory to combine the risk 
through insurance. Advocates of an exclusive state fund carry this 
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position further by stating that the only just way to provide com- 
pulsory insurance is exclusively through the state. They believe 
that ameliorative programs to relieve the burden of unemployment, 
whether due to disability or lack of work, can be administered to- 
gether. The supporters of contracting-out question the first of these 
positions. Their position would be that it is unnecessary and unwise 
to extend the activities of the state in this direction without per- 
mitting private competition and that unless this is permitted, the 
resulting program would be unduly rigid. Although the supporters 
of an employer liability law would agree this far, they would part 
company with supporters of contracting-out when the supporters 
of a New York-type law would go on to say that there is a funda- 
mental difference between a person who is out of work because of 
illness but who has a job waiting and a person who is well but has 
no job. The supporters of an employer liability law find no support 
in the other groups when they say that coordination of temporary 
disability insurance and unemployment compensation is undesir- 
able and when they add that anything but a competitive state fund 
is an unwarranted interference with private enterprise. 

In summary, the philosophical differences of the three groups 
seem to hinge upon their willingness to sanction or to agree on the 
necessity of governmental administration of this new form of social 
insurance, their readiness to believe that only a program spurred 
on by competitive pressures can be efficient and flexible, and the 
degree of joint administration they believe desirable in programs 
designed to alleviate the burdens of unemployment due to lack of 
work or disability. 


Costs of Administration 


The strongest argument in favor of an exclusive state fund of 
the Rhode Island type is that a smaller percentage of each premium 
dollar goes for administrative costs. Experience indicates that such 
is the case. California and New Jersey found that a ratio of state 
fund expenses to taxable wages of 0.06 per cent, which is used in 
Rhode Island, was too low for efficient administration. New Jersey 
and New York must levy assessments to cover the costs of super- 
vising private plans, something Rhode Island needs not do. The 
most complete data available indicate that since 1950 the ratio of 
administrative costs to taxable wages in Rhode Island has varied 
from 0.055 to 0.060 per cent, while in California it has varied from 
0.065 to 0.094 per cent and in New Jersey from 0.089 to 0.110 per 
cent. This clearly indicates that in those states which permit con- 
tracting-out, a larger percentage of the premium dollar goes for 


3 Bureau of Employment Security, Experience and Problems Under Tem- 
porary Disability Insurance Laws, 1955, page 31. 
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administration that under an exclusive state fund law. This is in 
part due to the fact that private plans must be supervised. 

Another consideration is that the expense ratios of private in- 
surers tend to be considerably more than those of state funds. Group 
accident and health expense ratios of private insurers tend to aver- 
age between 20 and 30 per cent, which is substantially greater than 
Rhode Island’s 6 per cent. On balance it seems clear that admin- 
istratively an exclusive state fund has been the least expensive 
method of providing temporary disability insurance. 

The ability of the Rhode Island program to operate at such a 
relatively low administrative cost is largely the result of its coordina- 
tion with the state’s unemployment compensation program. Under 
the interpretation placed upon Title III of the Social Security Act 
by the Bureau of Employment Security in 1945, a state disability 
insurance program which is coordinated with unemployment com- 
pensation must pay only those additional expenses which are asso- 
ciated with its operation. This means that the temporary disability 
insurance program in Rhode Island has relatively little expense for 
such activities as data collection and recording, record maintenance, 
and upper echelon administration. This is one of the advantages 
claimed for coordination with unemployment compensation in that 
all of these costs need not be incurred twice, and the additional 
social insurance can be provided at less cost. 

Although it does result in a less expensive operation, coordina- 
tion with unemployment compensation is not an undiluted good. It 
means that the basic processes, benefit formulae, and bases for dis- 
qualification of unemployment compensation tend to be carried 
over into the disability insurance program. Yet they were not de- 
signed for this purpose and they may not be completely applicable. 
For example, the great lag which formerly existed between the base 
year and the benefit year under Rhode Island’s unemployment 
compensation program tended to produce higher disability insur- 
ance benefit costs. Opponents of an exclusive state fund, as well as 
opponents of coordination with unemployment compensation, cor- 
rectly point to this as an offset, although perhaps a remedial one, to 
the more economic administration under an exclusive state fund 
tied to unemployment compensation. 


Fraud Under Alternative Laws 


Opponents of an exclusive state fund are inclined to believe that 
another offset to the economy of an exclusive state fund exists in 
the supposed greater tendency to fraud and inefficiency which they 
claim occurs under such a law. The types of arguments used to 
buttress this position are based on such data as the large percentage 

*Rhode Island Unemployment Compensation Board, Eleventh Annual 
Report, 1946, page A-17. 
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of claimants who fail to report for impartial medical examinations 
in Rhode Island and the large number who have claims denied after 
these examinations. The claim is also made that under a private 
plan the employer helps police claims because claims are filed 
with him. 

To take these arguments in turn, do a large percentage of claim- 
ants fail to appear for impartial medical examinations in Rhode 
Island? The Bureau of Employment Security reports that in 1951 
218 out of 2,006 claimants who were scheduled for impartial medical 
examinations failed to appear. Approximately 40 per cent of the 
examination reports of this 12 per cent indicated that the claimant 
was able to work.® All through its history, Rhode Island has ex- 
perienced a rather high percentage of failures to report for examina- 
tions and of disqualification after examination. The more charitable 
might take this to mean that the agency is extremely perceptive in 
selecting that 5 per cent or so of total claimants to be examined, 
while the less charitable will take this as only a sample of the fraud 
which goes undetected. 

This expe<ience in Rhode Island is not substantially different 
from that which has developed in California and New Jersey. In a 
comprehensive coverage of this subject in The Review of Insurance 
Studies,® Dr. Martin Averbook reviewed many of the reasons why a 
high rate of rejection after independent medical examination is to 
be expected. He indicated that in 1953 the percentage of rejection 
in California was about 7.5 per cent, although in his own experience 
a higher rate of rejection was found. He also reported that in New 
Jersey as many as 25 per cent of those requested to take independ- 
ent medical examinations never appear. 

Proponents of insuring through private companies fee] that the 
fraud and inefficiency involved in paying benefits through the state, 
as suggested by the figures, can be lessened if claims for benefits 
are filed through the employer. They feel that attempts at fraud will 
be reduced if there is no feeling that “the government will pay for 
it” and if the employer can police claims by being the initial recipi- 
ent of them. Statistically, there is no way to check on the first of 
these contentions, but in view of the proclivity of juries to return 
verdicts for the plaintiff when the defendent is insured, the public's 
solicitude for preserving insurance companies from fraudulent 
claims may be questioned. Secondly, it may be unwarranted to 
assume that under private insurance claims are filed with the em- 
ployer. For example, one of the largest writers of business under 
the New York law requires that claims be filed with it and not the 
employer; 7 and some employers would rather not be bothered. 

5 Rhode Island Disability Insurance Program, 1954, page 36. 


® Vol. II, No. 2, pages 70-79. 
7 Letter to author dated August 3, 1953. 
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It seems apparent that under any form of temporary disability 
program improper claims will be filed and paid. It is conceivable, 
although not proved statistically, that a greater percentage of these 
are filed when the state is the insurer. Still it is doubtful whether 
any private insurer can have a better record than the exclusive state 
fund railroad disability insurance program w!.ch denied only six 
claims in 1,800 unscheduled home visits during its first year of 
operation. Perhaps the best answer in comparing the prevalence 
of fraud under state versus private insurance is to agree that it is 
prevalent under each and that to preserve the integrity of either 
system every attempt should be made to keep it to a minimum. 


Financial Condition of Rhode Island Fund 


The fact that administrative costs of an exclusive state fund 
have proved to be less than those under other types of laws pro- 
vides the most persuasive argument for coordinating this type of 
program with unemployment compensation. Before this argument 
can be fully accepted, however, the shaky financial condition which 
has characterized the Rhode Island fund needs to be examined. For 
example, since 1948, contributions have been more than benefits 
only in 1953 and 1955.® In other years interest earnings made up 
the deficit.” If it were concluded that a law of this type will neces- 
sarily lead to financial difficulties, the advantages of less costly ad- 
ministration would appear to be eliminated. 

As early as 1944, the Rhode Island Unemployment Compensa- 
tion Board pointed out the four factors which have consistently 
been the cause of financial difficulties: 1 


1. The payment of pregnancy benefits when no such payments 
had been anticipated in setting the tax rate; 

2. The payment of dual benefits with workmen’s compensa- 
tion; 
3. The lack of a positive enough proof of attachment to the 
labor force, making the fund liable for benefits to workers who had 
retired; and 

4. The lack of a realistic relationship between benefits and 
average earnings when the former are based on high quarter earn- 
ings. 

8 Reticker, Ruth, “Analysis of Program and Operating Experience of Indi- 
vidual States,” Interstate Conference of Employment Security Agencies, Thir- 
teenth Annual Meeting, 1949, page 210. 

® Rhode Island Department of Employment Security, Annual Reports. 

10 These earnings are on a fund originally created by employee contri- 
butions for unemployment compensation. Only a relatively few states could 
depend upon this as a source of additional income. 

11 Rhode Island Unemployment Compensation Board, Ninth Annual Re- 
pert, 1944, page 13. 
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The Rhode Island legislature has made attempts to eliminate 
these high cost factors from the law. The establishment of a more 
recent base period has served to reduce the amount of liability to 
workers who have left the labor force, which was a particularly 
pressing problem after World War II. This and other benefit for- 
mula changes have served to bring into benefit computations more 
recent and representative earnings data. However, pregnancy bene- 
fits and dual benefits with workmen’s compensation are still paid 
and, in spite of the fact that limitations have been increasingly 
established to reduce the amount of such payments, they still con- 
stitute a substantial percentage of total benefit payments. For 
example, in 1955 payments to pregnant women and to workers re- 
ceiving concurrent workmen’s compensation payments amounted to 
29.8 per cent of total benefits paid.1* The continued payment of 
these benefits has meant that weekly benefit amounts under the 
Rhode Island law have lagged behind increases both in the cost 
of living and behind the advancing benefit structures of the other 
states. 

This raises the question of whether, under an exclusive state 
fund plan, provisions which most students of the subject deem un- 
wise can be easily eliminated. It also brings into doubt the ability 
of a law of this type to provide a level of benefits comparable to 
those paid under other laws. If the workers of Rhode Island, or 
those of any other state, choose to divert a substantial percentage 
of their social insurance dollar to benefits which are deemed unwise, 
one can have no argument with their desires. The program is one 
which is designed to be responsive to public demand, and it is 
certainly not within the province of this paper to question that 
decision, if freely made. However, something substantial can be 
learned from this experience. If Rhode Island’s experience can be 
generalized, it will mean that if and when other exclusive state 
fund laws are passed extreme care will have to be exercised to avoid 
an uneconomic or excessive benefit structure since great difficulty 
may be experienced in eliminating it. 

As indicated above, the benefit structures in the other three 
states have been liberalized more rapidly and by greater amounts 
than has been true in Rhode Island. In every case maximum weekly 
benefit amounts are higher than in Rhode Island, and California 
has added additional benefits which are paid during hospital con- 
finement. Does this added level of benefits in other states indicate 


12 Rhode Island Department of Employment Security, Twentieth Annual 
Report, 1956, pages 26-27. 22.7 per cent of total disbursements were for 
pregnancy benefits and 7.1 per cent were dual workmen’s compensation bene- 
fits. (There are no data available to indicate how many disability insurance 
beneficiaries receive lump sum or non-concurrent workmen’s compensation 


payments. ) 
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that higher benefits can be paid under laws other than an exclu- 
sive state fund? In the light of the conclusion that administratively 
a Rhode Island type law is less expensive, the answer is obviously 
no, and the higher level of benefits in the other states can be ex- 
plained on other grounds. For example, the fact that the other 
states do not make pregnancy or dual workmen’s compensation 
pzyments frees a substantial amount of contributions which can 
be used for providing higher weekly benefit amounts and related 
benefits. In addition, the fact that New York’s benefits are payable 
for 13 weeks, as compared to a maximum of 26 in other states, 
means that liability for long continued illnesses is lessened so that 
weekly benefit amounts can be higher. 

From the standpoint of the individual worker it would appear 
that, except if the worker is a woman or is in an occupation which 
makes it likely that dual workmen’s compensation znd temporary 
disability insurance benefits will be drawn frequently, coverage 
under the plans in California and New Jersey would be preferable. 
If his state of health is such that only short illnesses can be an- 
ticipated, New York can also be added to the list. 

It is partly on this basis that opponents of an exclusive state fund 
have appealed for support. The argument is persuasive in the in- 
dividual case, but from a social standpoint there is a larger percent- 
age of contributions available for benefits under a Rhode Island 
type plan and there are certain other possible disadvantages to the 
alternative plans which cannot be neglected. High on the list of 
these is the problem of providing benefits for those who become 
disabled while unemployed and the problem of continuity of cov- 
erage for those who become disabled soon after changing jobs. 


Labor Mobility and the Disabled Unemployed 


For workers in California and New Jersey there is no problem 
as to whether benefits will be available if disability occurs soon 
after changing employment since a worker not eligible for coverage 
under his new employer’s plan is automatically covered by the state 
plan. In New York, which has no state fund comparable to that in 
other states, a worker does not become covered under his employ- 
er’s plan until he has worked for him for four weeks. But if he 
changes jobs from one covered employer to another, after establish- 
ing eligibility, he does not lose benefit rights. On the other hand, 
if the chahge is to an uncovered employer, benefit rights are lost, 
generally speaking, as soon as he has worked for the new employer 
for five days. Thus, in certain circumstances, changing jobs under 
the New York law carries with it the almost immediate loss of bene- 
fit rights, something which cannot happen in those states which 
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employ the unemployment compensation concept of a base period 
to determine eligibility.’* 

It is also possible to provide benefits for the unemployed who 
become disabled without an exclusive state fund. In both California 
and New Jersey these benefits are paid from the state fund. In New 
York they are paid from the Special Fund for Disability Benefits. 
However, certain observations about the equity of the California 
and New Jersey methods of paying benefits to the disabled unem- 
ployed should be made. 

The New York Fund for paying these benefits was established 
with contributions by employers and employees. When the Fund 
falls below the statutory level, it is replenished by assessments 
against insurers who pass the costs on to these two groups. In New 
Jersey and California the cost of these benefits to workers who had 
been covered by private plans is only charged to the insurance 
companies if the cost exceeds the earnings on a definite amount of 
money contributed by all workers in the state, and then only up 
to a maximum rate. Any remaining deficit is, in effect, borne by the 
state fund. It seems unjust that private insurance companies should 
not be charged with their full share of the benefits to disabled un- 
employed workers who paid premiums to the insurance companies 
when they were working. ‘The existing system means that all work- 
ers help meet this charge upon the insurance companies and then, 
if a deficit remains after the maximum assessment, the workers who 


pay premiums to the state fund meet the charge. This is a sub- 
sidization of insurance companies for which no justification is 
evident. 


Adverse Selection 


The ability of states other than Rhode Island to solve the prob- 
lems of labor mobility and disability while unemployed, plus the 
fact that their benefit structures seem more in line with the sugges- 
tions which students of the subject might make, leaves proponents 
of an exclusive state fund without strong support for much of their 
position. However, their arguments in terms of adherence to social 
insurance principles and of the fact of adverse selection against 
state funds can better withstand examination. 

One of the keystones of a social insurance program has fre- 
quently been an attempt to shift some of the costs of insuring those 
in hazardous occupations, or who are otherwise in a disadvantage- 
ous position, to those who are more favorably situated. This can be 
done under an exclusive state fund which averages benefit costs 
over the entire covered population. When, however, contracting-out 

18 For additional evidence of difficulties in providing prc*ction to unem- 
ployed workers under New York’s law, see Experience and Problems Under 
Temporary Disability Insurance Laws, Op. Cit., page 28. 
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or any other form of private insurance is permitted, rates become, 
to one extent or another, more proportional to the risk. The averag- 
ing feature of social insurance is thus unobtainable. 

Under all state laws which permit private coverage there is a 
maximum rate which can be charged for the required benefits. If 
this is, in any sense, the average rate needed to cover the risks of 
the entire covered population, then a private insurer cannot afford 
to insure a substantially sub-standard group. More than this, there 
is a substantial incentive for a private company to cover groups 
whose risk is less than the average. One can therefore logically 
expect what has happened. Selection adverse to the state fund has 
occurred where possible. Private companies tend to insure groups 
whose composition includes fewer women, fewer aged, and fewer 
low income groups, all of whom have disability rates higher than 
the average.'* The effect of this has been that the state fund pays a 
greater proportionate share of benefits. It means not only indirect 
subsidization of private insurer profits by workers covered by the 
state fund but also that these workers could receive higher benefits 
out of the same contributions in the absence of this indirect sub- 
sidization. When the state fund is a competitive carrier, as in New 
York, adverse selection is largely impossible, except that the New 
York fund does not have the right to reject groups a private insurer 
has. ‘Vhis eliminates the need for an assigned risk plan. 

In spite of the fact that they tend to cover only the better risks, 
private insurers have tended to oppose increases in benefits. This 
has been particularly true in California. When hospitalization bene- 
fits were provided under this law, insurance companies tended to 
drop groups composed of a large percentage of women, which 
further increased the degree of adverse selection to which the state 
fund was exposed. 

Some of the financial difficulties experience by companies writ- 
ing in California can be traced to the fact that their benefits must 
be superior in at least one regard to statutory benefits. This does 
not in itself adequately explain their inability to compete with the 
state fund, nor does it eliminate the fact that their higher cost 
operation makes necessary a subsidy through permitting adverse 
selection. It has meant the establishment of a rather permanent 
lobby against increasing benefits without offsetting premium in- 
creases, although this could be afforded by the state fund. 

Consideration of these factors greatly weakens the position of 
opponents of an exclusive state fund, but they still claim other ad- 
vantages based upon a greater degree of flexibility in establishing 
benefit programs and upon preserving private enterprise. There can 
be no doubt that a mandatory social insurance program is based 
upon some concept of average need and does not provide that 


14 Ibid., pages 18-19. 
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degree of flexibility which is necessary to satisfy individual cases. 
Supplementation of statutory benefits is more easily arranged and 
obtained if the basic coverage is with a private insurer. However, 
if it is desired that a certain minimum benefit be universally pro- 
vided at least cost, these become secondary considerations. Only to 
the extent that one is willing to accept the possibility of either less 
than universal coverage or somewhat higher cost do these argu- 
ments become persuasive. It is well to remember that there is 
nothing in an exclusive state fund law which forbids supplementa- 
tion, and there may be some merit to the analogy of the unemploy- 
ment compensation and OASI programs which have provided a 
spur to the development of supplemental life insurance and pension 
and unemployment benefits. 


Summary and Conclusions 


Having examined the basic arguments of the advocates of the 
various types of laws, the author is led to conclude that although 
an exclusive state fund coordinated with unemployment compensa- 
tion is likely to be more inflexibie and more open to the possibility 
of perpetuating what might be inappropriate types of benefits 
than is a plan using private insurers, it is less expensive to adminis- 
ter. If the intent is to provide universal minimum coverage at the 
least possible cost, this would seem the best method of obtaining 
it. If other goals take precedence, such as providing the possibility 
for more flexible programs; or if it should be decided that the en- 
couragement of private coverage in this area is desirable enough 
to warrant a degree of subsidization, another decision would clearly 
be warranted. It is also clear that any of the forms of temporary 
disability insurance coverage examined can adequately provide the 
coverage desired. A choice between them is largely dependent 
upon one’s choice of desired ends. 

It is possible that discussions of the most desirable form of tem- 
porary disability insurance expansion will be linked to proposals 
for expanding permanent disability coverage. Should this occur, 
the economies possible through the use of unemployment compen- 
sation data in the temporary disability part.of the program should 
not be forgotten. But before there is any expansion of temporary 
disability coverage, some other considerations should be borne in 
mind. 

It seems a fair assumption that there is, at each moment of 
time, a socially determined maximum percentage of a person’s 
income which he chooses to direct toward social insurance con- 
tributions. Considering the range of socially insurable risks that 
that could possibly be covered by these contributions, is it wise to 
spend part of this available total for temporary disability coverage 
of the type which has been developing? Is it a wise use of limited 
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social insurance resources to divert a percentage of temporary dis- 
ability premiums to the payment of benefits for disabilities which 
last a very short time? Choosing a state plan and time period at 
random, in the first 10 months of 1949 there were a little over 
7,600 terminated cases under the New Jersey law. Of these, over 
2,200, or about 30 per cent, were cases of individuals who drew 
benefits for one week or less. If New Jersey had had an additional 
waiting week at this time, it would have paid something in excess 
of $157,000 less in benefits. During the same time period, 529 
claims were terminated because, although the claimant was still 
disabled, he had exhausted his 26 weeks of benefit rights. The sav- 
ing which an additional waiting week could have made possible 
would have permitted payments to each of these individuals for 
over 14 additional weeks, if their disabilities continued that long.’® 

The need for income protection by the relatively few who ex- 
perience disabilities that last longer than half a year is probably a 
much more pressing social problem than are temporary disabilities 
of a week or a month’s duration. This is probably particularly true 
when consideration is given to such sources of temporary assistance 
as sick leave and negotiated accident and health and income main- 
tenance protection. Since the social insurance dollar is limited, 
there is a serious question as to whether limited resources are being 
allocated in the area of greatest social usefulness. It may be that 
rather than suggest extension of temporary disability coverage in 
its current form, it would be wiser to place emphasis on securing 
first, a greater measure of permanent disability protection and sec- 
ondly, of more adequately meeting the income destroying effects 
of more extended temporary disabilities by suggesting waiting pe- 
riods of about a month before benefits can be drawn.'* 

145 Statistics from Bureau of Employment Security, New Jersey Disability 
Insurance Program, 1950, pages 59-60. 

16 Prof. R. H. Wherry has suggested a variable waiting period based 
upon earnings or number of dependents. 





COMPENSATING THE AUTOMOBILE 
ACCIDENT VICTIM* 


Ricuarp M. Hens 
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The research efforts attempting to advance solutions to the 
automobile accident problem have an interesting history. First 
evidence of public concern over the tremendous social and economic 
cost of automobile personal injuries and property damage can be 
traced to the time of the enactment of the early vehicle registration 
statutes and traffic laws.' It soon became apparent to the courts 
and legislatures of that time that the necessary controls relating to 
the operation of the horseless carriage, the proper standards of con- 
duct for drivers, and an acceptable basis upon which to allocate 
and fund the financial losses arising from accidents had to be 
formulated and devised. 

Further analysis indicates that the period between 1925 and 
1935 produced some very fruitful research activity.2 It was dur- 
ing this era that some of the monumental treatises were written 
on the subjects of compulsory insurance, automobile compensation 


* This study was conducted with the financial assistance of the Bureau 
of Business and Economic Research, University of California at Los Angeles. 

1 For example, in Wisconsin the first vehicle licensing, speed limit, and 
registration statutes were enacted in 1905 soon after the introduction of the 
automobile. See: Wisconsin Laws 1905, c.305. 

The purpose of this legislation was “to reduce highway accidents and 
control abuses in the use of automobiles.” See: “Legislative History of Wis- 
consin’s Traffic Laws,” Wisconsin Legislative Reference Library, ‘iadison, 
Wisconsin. 

? For examples of such studies see: Ballentine, A. A., “Compensation fot 
Automobile Accidents,” 18 American Bar Association Journal 221, (1932); 
Caskie, B. M., “Compulsory Automobile Insurance,” 11 Virginia Law Review 
449, (1925); Chamberlain, J. B., Compulsory Insurance of Automobiles, 12 
American Bar Association Journal 49, (1926); Deak, Francis, “Automobile 
Accidents: A Comparative Study of the Law of Liability in Europe,” 79 
University of Pennsylvania Law Review 271, (1931); Dowling, Noel T., 
“Motor Vehicle Statutes: Hit and Run; Service of Process of Non-Residents,” 
17 American Bar Association Journal 796, {1931}; Elsbue and Roberts, “Com- 
pulsory Insurance Against Motor Vehicle Accidents,” 76 University of Penn- 
syloania Law Review 690, (1928); Heyting, W. J., “Automobiles and Com- 
pulsory Liability Insurance,” 16 American Bar Association Journal 362, (1930); 
Ives, H. “Compulsory Liability Insurance with Special Reference to Automo- 
biles,” 10 American Bar Association Journal 697, (1924): Marx, Robert, 
“Compulsory Automobile Insurance,” 11 American Bar Association Journal 
731, (1927). 


(73) 
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plans, financial responsibility laws, and comparative negligence.® 
In fact much of the current discussion and argument on the auto- 
mobile accident problem sounds like a voice out of the past. The 
Report of the Committee to Study Compensation for Automobile 
Accidents,* published in 1932, enumerates the following arguments 
which were being offered at that time opposing compulsory auto- 
mobile insurance: 


“The compulsory law does not protect the public since it 
does not apply to motor vehicles registered in cther states, 
illegally registered vehicles, hit-and-run and stolen vehicles; the 
level of insurance rates would be raised to exorbitant levels if 
compulsory is adopted; insurers would be compelled to take 
risks they would not want; litigation would be greatly increased 
further crowding the court dockets; and accident frequency 
would be increased since drivers would know they were in- 
sured and would not fear personal liability.” ® 


These same arguments are being presented today with equal vigor 
by persons opposing compulsory insurance. 

The pendulum of interest in the automobile accident problem 
swung the other way during the next ten or fifteen years. Pre- 
occupation with the economic depression and World War II tended 
to dampen much of the previous enthusiasm in the subject. Be- 
sides, the legislation enacted during the 1925-1935 era had to be 
given time for testing. Massachusetts had enacted the compulsory 
insurance law while other states followed the financial and safety 
responsibility law approach.® 

The lack of road construction during the war, coupled with 
the tremendous increase in registered vehicles on the streets and 
highways during the postwar years, has caused the automobile 
accident problem to flare anew. Again public concern is being 


See: French, Patterson, H., The Automobile Compensation Plan, Colum- 
bia University Press, New York, New York, 1933; Report of Special Committee 
to Study Compulsory Motor Vehicle Liability Insurance, Legislative Council 
of Massachusetts, 1930; Report of Committee to Study Compensation for 
Automobile Accidents, Columbia University, Columbia University Council for 
Research in Social Sciences, 1932. For other articles see: Bowers, Edison L., 
Selected Articles on Compulsory Automobile Insurance, H. W. Wilson and 
Company, New York, New York, 1929. 

* Ibid. 

5 Ibid., at pp. 208-211. 

® The Massachusetts Statute was enacted in 1925 and became effective 
January 1, 1927. The first safety responsibility law was enacted in Connecticut 
and became effective January 1, 1927. The American Automobile Association 
led the way to the adoption of a model safety responsibility law patterned after 
the New Hampshire Statute. Later this legislation was strengthened to require 
proof of financial responsibility for future accidents. 

See: Kline and Pearson, G. H., and C. O., The Problem of the Uninsured 
Motorist, State of New York Insurance Department, Albany 1, New York, 1951, 
pp. 17-18. 
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expressed for the economic costs of automobile accidents and 
methods of allocating and funding these financial burdens; and 
again research activities have been launched in an effort to find 
new solutions to these problems.” 

Viewing these historical developments in retrospect, one realizes 
that an intellectually honest researcher is hard pressed to offer 
any new approach to the subject or to propose any new or start- 
ling solutions which haven't already been presented or analyzed 
many times. Yet in comparing the current research activity with 
that of two decades ago, one type of treatment appears lacking, 
namely: a critical analysis of the detailed aspects of the total auto- 
mobile accident problem as it exists in a specific area.® 

The virtues of compulsory automobile insurance, unsatisfied 
judgment funds, and similar legislative proposals have been ex- 
tolled or attacked in a factual vacuum. Cause and effect relation- 
ships have not been carefully measured to determine the possible 
impact of these funding schemes on automobile accident frequency 
or on the legal machinery designed to handle the administration 
of claims. Sweeping generalizations have been made based on 
fallacious assumptions that all parts of the total problem are the 
same in all parts of the country.’° 

It will be the purpose of this paper to explore some of the 
differences that exist between the automobile problem in 1932 
and the automobile problem in 1956 for perspective in weighing 
the validity of the present solutions proposed. Attention will be 
directed to some of the important cause and effect relationships, 
and in short test the basic hypothesis: the present arguments for 
or against compulsory automobile insurance are valid or invalid 
in terms of the total automobile accident problem. 

7™See: Report on Automobile Liability Insurance, Legislative Research 
Committee of North Dakota, 1950; Report of the Insurance Industry Com- 
mittee on Motor Vehicle Accidents, State of Wisconsin, July, 1952; Special 
Report of Legislative Committee to Study Automobile Insurance, State of 
Pennsylvania, 1956. Also see: Economic-Financial Consequences of Personal 
Injuries Sustained in 1953 Philadelphia Auto Accidents, Bureau of Economic 
and Business Research, Temple University, Vol. 7, No. 3, March, 1955. 

8 A wide variety of legislative panaceas have been proposed or enacted: 
(1) Equal responsibility legislation making it a felony to drive without finan- 
cial responsibility; (2) Absolute policy legislation removing all defenses of the 
insurer under the policy once it is purchased; (3) vehicle impoundment statutes 
where financial responsibility cannot be shown; (4) unsatisfied judgment funds; 
(5) compulsory insurance legislation; (6) automobile compensation plans; 
(7) uninsured motorist coverage; (8) special automobile accident courts or 
tribunals. See: Plummer, Albert L., “The Uncompensated Accident Victim,” 
Insurance Law Journal, No. 402, July 1956, pp. 459-465. 

® The study by the Bureau of Economic and Business Research of Temple 
University, op. cit., most closely approximates this kind of investigation. 

10 For an example of how some of these generalizations can be exploded 
see: Moser, Henry S., “The Saskatchewan Plan,” Proceedings, National Asso- 
ciation of Independent Insurers, November, 1949. 
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The Automobile Problem in 1932 

A sampling of the literature published during the 1925-34 era 
reveals some of the basic questions confronting the legislatures and 
the courts of that time.'! These problems can be divided into three 
general areas: (1) the reduction of automobile accident frequency 
by attacking the causes of accidents; (2) possible revisions of the 
legal machinery and legal theories used in allocating the financial 
burdens resulting therefrom; and (3) alternative methods for fund- 
ing claims allowable by these legal processes. 

The similarity between the problems of the bygone era and 
today is most striking when one examines the literature in detail. 
Accident frequency rates were of great concern in 1932. The Re- 
port of the Committee on Compensation for Automobile Accidents 
contains the following statement: 


“Death rates due to motor vehicle accidents in the United 
States have multiplied over seven times in the last seventeen 
years. More vehicle deaths occurred in the United States dur- 
ing June, 1931, than during the entire year of 1912. For 1930 
we find the immense totals of 33,000 persons killed and over a 
million injured by motor vehicles.” !” 

In relating these figures to the present period, it is obvious that 
death and accident rates have decreased in proportion to the in- 
creased number of vehicles and the growing population. Still aggre- 
gate accident frequency and resulting aggregate financial cost has 
steadily risen.'* 

11 See: 80th Preliminary Report of the Superintendent of Insurance to 
the Legislature, State of New York, March 8, 1939, which summarizes the 
history of the problem in New York. 

12 Op. cit., p. 17. 

18 The National Safety Council reports that since 1928 motor vehicle acci- 
dent frequency has increased by 28%, whereas non-motor vehicle accidents 
have been reduced by 22%. The saturation of our streets and highways with 
greater numbers of vehicles indicates the increased pressure which will be 
exerted on frequency rates and aggregate costs in the future. 

Economic Cost or Motor VEHICLE ACCIDENTS IN UNITED STATES 

Personal Injury Loss: FoR 1955 Jn Millions of Dollars 
Wage Loss $1,350 
Medical Expense 150 
Insurance Overhead Cost 1,500 

$3,000 

Property Damage Loss: 

Property Damage 1,700 
Total Economic Loss $4,700 

Source: Accident Facts, National Safety Council, Chicago, Illinois, 1956, p. 45. 
Compiled from composite sources. 

With almost 58 million registered vehicles and 72 million registered drivers 
in 1955, the magnitude of the present problem becomes readily apparent. 
Who will eventually bear this tremendous financial burden and how will it 
be funded are the pressing problems of our time. 
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Another problem confronting the courts and legislatures was 
the adequacy of the legal processes to cope with the increased 
volume of litigation arising from automobile accidents. The in- 
creasingly claims conscious public brought suits in greater vol- 
ume than the courts could handle in many jurisdictions. A study 
by Patterson H. French, Automobile Compensation Plan," reports 
the following conditions in the New York State courts in 1930: 


TABLE I 


jupiciaL Business iv New York State w 1930 
Number of Cases 


Cases Pending, Fall Term 1930 52,323 
Added During Year 26,671 


Total Cases Before Court 75,994 
Disposed During Year 30,897 


Undisposed at end of Year 45,097 
Added During Second Term 10,457 


Cases Pending, Fall Term 1931 55,554 


Source, French, Patterson, H., The Automobile Compensation Plan, Columbia Uni- 
versity, 1933, p. 12. 


In addition to the crowded court dockets, considerable atten- 
tion was focused on the common law theories and statutes which 
were used to allocate the financial burdens of the automobile acci- 
dent. Very strong arguments were advanced for abandoning the 
fault concept and substituting an absolute liability without fault 
principle. The adaptation of a compensation plan which would 
subs‘itute statutory benefits in place of litigated damages gained 
many adherents during this period but was never adopted in any 
state in the country.'® Since the fault concept was retained, criti- 
cism was focused on the contributory negligence defense which 
resulted in the enactment of comparative negligence legislation in 
several states during this period.'* 


14 Op. cit., prepared as Doctoral Dissertation at Columbia University, 1933. 

15 The Canadian Province of Saskatchewan enacted a modified compensa- 
tion plan known as the Automobile Accident Insurance Act, which became 
effective January 1, 1947. The North Dakota Legislative Commission studied 
the plan, but subsequently rejected it. See: Report on Automobile Liability 
Insurance, 1950, Op. Cit. 

16 Such states include Wisconsin, Mississippi, Nebraska, South Dakota, 
Arkansas, Tennessee, and Georgia. For a complete analysis of these laws see: 
Comparative Negligence Legislation, Institute of Judicial Administration on 
Comparative Negligence, 40 Washington Square, New York 12, New York, 
Pamphlet No. 3—U10, 1956. 
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The third problem of compensating the accident victim pro- 
voked much of the discussion which is being repeated today. Com- 
pulsory automobile insurance, strict enforcement of the safety and 
financial responsibility laws, impoundment of vehicle statutes, and 
unsatisfied judgment funds were advanced as solutions to the prob- 
lem of the uncompensated accident victim. An analysis of the 
data, however, reveals a substantial difference between conditions 
in 1930 and 1955. In 1930 the number of insured vehicles was on 
the average 25 to 50 per cent of the total number registered. In 
New York, for example, it was reported that 45.4 per cent of the 
vehicles were insured in 1929. Contrast that percentage to approxi- 
mately 95 per cent reported insured in 1953.'* 

In conclusion it would appear that history is repeating itself. 
The problems have changed slightly. The solutions to the prob- 
lems are still presented in much the same manner and with the 
same types of arguments as we hear today. 


The Current Automobile Accident Problem 


When an attempt is made to formulate a basic hypothesis about 
the present automobile accident probiem, it becomes readily ap- 
parent that it is not a single problem but a vast intermixture of 
many separate and overlapping problems. In unravelling the facets, 
the researcher is led into a labyrinth of circular and unending ave- 
nues of inquiry. In order to ground the analysis in realism, it was 
decided to undertake a study of the situation as it exists in a par- 
ticular geographic territory and perhaps generalize, if possible, 
from the findings of the study. A framework for analysis with sev- 
eral modifications had been established by the earlier studies made 
during the 1930’s.1° Because of the inherent limitations which must 
be placed on such an investigation by lack of funds and man- 
power, the analysis was restricted to a large metropolitan area, Los 
Angeles County,” and limited to an investigaiton of the following 
subjects: 

17 Report of Committee on Study Compensation for Automobile Accidents, 
Columbia University, Op. Cit., pp. 44-46. 

18 Kline, G. H., and Pearson, C. O., The Problem of the Uninsured Motor- 
ist, Op. Cit., p. 29. 

19 The analysis of the accident frequency problem, the adequacy of the 
legal machinery problem, and the funding problem were handled on an 
empirical basis in these earlier studies. 

2° Los Angeles County is one of the largest counties in the country com- 
prising an area of 4071 square miles or about 3% times larger than the State of 
Rhode Island. Population estimates place the number at 4.9 million people, 
with over 2.5 million registered vehicles, about 8 times the number registered 
in Rhode Island. See: Monthly Summary of Business Conditions in California, 
Security First National Bank of Los Angeles, Vol. 33, No. 3, p. 4. Also see: 
The Next Fifteen Years, Southern California Research Council, Report No. 3, 
1955. 
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(1) What is the situation in Los Angeles County as regards 
the problem of accident frequency related to vehicle and popu- 
lation changes over time as compared to the rest of the country? 

(2) What differences, if any, exist in the legal theories and 
concepts which serve to allocate the financial costs of auto- 
mobile accidents in California as compared to other states? 

(3) How effective is the legal machinery in processing auto- 
mobile accident litigation in Los Angeles County? 

(4) With what degree of success were accident victims 
being adequately compensated for the injuries they sustained? 


If answers were obtained to these basic questions as they relate to 
a specific area, it was felt a deeper appreciation of the unique local 
differences and problems which complicate any broad universal 
approach to the automobile accident problem would result. Through 
a pointing up of these differences, perhaps much of the current 
analysis suggesting that each state imitate the other in solving the 
automobile problem could be reevaluated. Lastly and most im- 
portant, the study was motivated by a desire to know what the 
automobile accident problem is in a large metropolitan area in 
order to evaluate proposed solutions to it in terms of facts rather 
than in terms of suppositions and generalizations.”* 


Methodology 


The data for the study was compiled from many sources. In- 
vestigation with the motor vehicle department of the state and 
county revealed sources of information concerning vehicle registra- 
tions, vehicle utilization, accident and death frequency, and driver 
registration. National data were similarly available from library 
resources for other states and areas. Population data and pro- 
jections for the County were obtained from the research depart- 
ments of the Chamber of Commerce and the Security First Na- 
tional Bank of California. 

Investigation further revealed that the Hall of Records of Los 
Angeles County contained the files of all automobile personal in- 
jury litigation for some 30 years. The Superior Court System of 
the county took jurisdiction over 95 per cent of the cases involving 
automobile accidents in the county, and these files were readily 
accessible.?? 

*tTn an area which has such a tremendous concentration of vehicles and 
population it was felt that the problems which may exist in other areas in the 
future could be determined and tested in this setting. 

22 The Civil Registry of Case Numbers contained all the cases filed for 
the Superior Court System with classifications as to the type of case such as: 
Automobile Personal Injury. By taking a scientific random sample from these 
case numbers, it was possible to secure the files on each case, containing the 
complaint, answer, and other pleadings, together with the determination of 
the case and a copy of the judgment. 





80 The Journal of Insurance 


Because of the reduced driver activity during the war years 
and the uniqueness of the period for vehicle utilization, it was de- 
cided to limit all historical analysis to the period of 1943 to 1954. 
This would give some war year experience for comparative pur- 
poses, which could be eliminated if not compatible with the data.** 

The investigation was restricted to those cases which had ac- 
tually been tried and ended in judgment in Los Angeles County.** 
Here a random sampling technique was employed to obtain a repre- 
sentation of the cases which had been litigated for the years in 
question. Since the population of the universe was known, it was 
possible to select a sample size to give a confidence interval of 
approximately plus or minus 5 per cent with a 95 per cent confi- 
dence coefiicient. Verification of the sampling technique was ob- 
tained by comparing the sample results on jury awards for 1954 
with a 100 per cent analysis which was performed by the clerk 
of court for the same year. The sample indicated 75+ per cent of 
the cases tried were by a jury whereas the Clerk’s study indicated 
76 per cent.25 This was well within the normal sampling error 
range to verify the sampling technique. 

Data concerning satisfaction of judgments were obtained from 
the records of the Enforcement Division of the California Financial 
Responsibility Law. As to how these judgments were satisfied, 
the questionnaire was mailed to the plaintiffs attorney requesting 
information on the amount of money collected on the judgment.”* 


Results of the Study 


A. The Accident Frequency Problem. The study confirmed the 
fact that each geographic territory has a basic problem of accident 
frequency and accident prevention unique unto itself. The data 
gathered demonstrated most clearly that Los Angeles County’s 


A study by the Clerk cf Court indicated the pre-eminence of the Superior 
Courts in the adjudication uf automobile cases. The municipal courts only 
had jurisdiction where complaints were under $1,000, which was seldom, and 
the federal district courts had limited jurisdiction based on the federal rules. 

23 An analysis of the data indicated the unique characteristics of the war 
period as regards accident frequency trends and vehicle registration. After 
the war the trend lines steepened considerably. 

24 This would include all judgments rendered by compromise or default. 
Plaintiffs were successful in about 60 per cent of the cases going to final 
judgment. 

25 Another verification technique consisted of comparing the average 
amounts prayed for in the sample and the 100 per cent analysis by the Clerk 
of Court. For a discussion of the Clerk’s analysis see: Richards, Philip H., 
Damnum Ad Astra, Journal of Bar of State of California, Vol. 30, No. 5, Sep- 
tember, 1955, pp. 445-447. 

26 Over 150 questionnaires were mailed to plaintiff's counsel with 137 
returned. Information was requested on the satisfaction of the judgment and 
existence of insurance. 
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accident problem is significantly different than that for other parts 
of California. This conclusicn is important as it demonstrates the 
frustration that may be experienced if a universal solution to the 
accident frequency problem is applied on a nationwide basis with 
hope of success.?* 

These differences which make the accident frequency problem 
unique to a given area are clearly demonstrated by the material 
in Tables II, III, and IV. 


TABLE II 


CoMPARATIVE STATISTICS ON AUTOMOBILE INJURIES AND 
ACCIDENTS 


United States California L. A. County 


1954 Miles Travelled 51.7 bil. 120.9 bil. 
Death rate per million 
miles travelled ; 6.1 
‘Injury rate per 100 million 
miles travelled (injuries 
145.7 209.4 
1954 Population (estimate)*. . .. 160 mil. 12.2 mil. 
Death rate per 100,000 
popuiation 23.3 25.4 
Injury rate per 100,000 
population 808.51 887.4 
1954 Registered Vehicles 57.9 mil. 6.1 mil. 
Death rate per 100,000 
vehicles 6.2 5.1 
Injury rate per 100,000 
vehicles 141.6 177.5 
1954 Registered Drivers 72.2 mil. 6.3 mil. 
Death rate per 100,000... . 49.8 4.9 
Injury rate per 100,000... . 113.6 171.8 


1 Based upon gasoline taxes collected in county at a rate of 12.86 miles per gallon. 

21954 Estimates “alifornia Tax Payers Association compiled by Research Depart- 
ment, Security First Nationa! Bank, Los Angeles, California. 

Sources: Composite from the following: California Motor Vehicle Statistical Sum- 
mary—1955; Los Angeles Police Department Trafic Research Bulletin—1955; Los Ange- 
les County Sherif’s Trafic Summary—i1955; Accident Facts, National Safety Council 
Statistical Summary—1955. 


Table II illustrates the fact that personal injury rates are con- 
siderably above national and state averages in the metropolitan 
area and that death rates are considerably below corresponding 
rates for the state and nation. 

The differences in the congestion or saturation of vehicles per 
square mile is illustrated by Table III. It is clear that in an area 
where there are over 600 vehicles per square mile as compared to 
about 19 vehicles per square mile on the national average there 
will be substantial differences in accident experience. 


27Such schemes suggested include: federal traffic police, federal road 
building programs, federai licensing of vehicles traveling over state lines, etc. 
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TABLE III 


CoMPARATIVE AUTOMOBILE SATURATION FOR SELECTED AREAS; 
PoPULATION AND VEHICLES PER SQUARE Mice For 1955 











Saturation National Rhode L.A. 
Factor Average California Texas Island County 

Population per 

square mile 52.9 769.7 288.4 748.5 1020 
Vehicles per 

square mile 19.1 385.6 11.8 223.1 620.4 
Ratio—Population 

to Vehicles 2.8 2.0 2.4 2.9 1.9 






Sources: Accident Facts, National Safety Council, 1955; U.S. Census Reports 1955 
Bulletins, United States Bureau of Census, Washington, D.C. 







Table IV indicates not only the increase in the saturation of 
vehicles for each selected area or state but also the increase in 
utilization of these vehicles in the congested areas. The mileage 
per vehicle has increased rather than decreased, further aggravat- 
ing the accident problem. 








TABLE IV 


CHANGE IN AUTOMOBILE SATURATION AND UTILIZATION IN STATE OF 
CALIFORNIA AND Los ANGELES County—1943-1954 















Vehicles per Miles Travelled 
Population to Vehicle Square Mile per Vehicle 
Year State Co. State Co. State Co. 
1943 3.0 2.9 185.8 297.9 6411 6148 
1944 3.1 3.0 188.6 302.1 6453 6261 
1945 3.0 2.9 197.1 312.2 7656 8094 
1946 2.8 2.7 216.9 346.8 9336 9087 
1947 2.6 2.4 244.4 391.1 9317 8560 
1948 2.4 2.2 263.1 420.7 8957 8457 
1949 2.3 2.2 284.5 448.0 8678 8391 
1950 2.2 2.0 313.6 493.1 8353 8502 
1951 2.0 2.0 334.2 519.2 8516 8412 
1952 2.1 1.9 349.6 546.8 8713 8360 
1953 2.0 1.9 373.2 591.9 8687 7632 
1954 2.0 19 385.6 620.4 8454 8360 






Sources: Composite from the following: California Motor Vehicle Statistical Sum- 
mary—1943-1954; Los Angeles Police Department Trafic Research Bulletins—1943- 
1954; Los Angeles County Sherif’s Trafic Summary—1943-1954. 


In conclusion it appears that the accident frequency problem 
is not the same for all areas and that solutions to these problems 
will have to recognize the many local problems and differences if 
they are to be successful. In areas where the frequency problem 
is more acute it is obvious that the corresponding problems relat- 
ing to judicial administration and funding of the liability judgment 
will be more acute. 

Superimposing a compulsory automobile insurance plan in Los 
Angeles County would appear to have little effect on present acci- 
dent frequency rates, as such. Such variables as vehicle registra- 
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tion, vehicle saturation and utilization, and population changes 
seem much more significant. The analysis indicated that the per- 
centage of insured vehicles presently is estimated to be over 90 
per cent. Assuming that the purchase of insurance does affect 
driving habits and attitudes, as some contend, the holding of in- 
surance by the remaining 10 per cent of the drivers woulda have 
an extremely diluted effect, if any, on frequency rates.** 

B. Differences in Common Law and Statutes. The answer to 
the second question, namely, the differences in the legal theories 
upon which the financial burdens of automobile accidents are allo- 
cated was obtained from a survey of the statutory and comaon law 
of California as compared to other states. It was easily demon- 
strated that considerable differences exist both as to procedural 
and substantive law in the various states. 

All states at the present time adhere to the fault theory of cost 
allocation in reference to automobile accidents. The concept that 
the individual should be held financially responsible for his con- 
duct is embodied in the common law theory of individual civil 
liability. Holding the tortfeasor personally liable for his acts im- 
plements the old established legal maxim that the wrongdoer should 
suffer for his wrongs.”® 

In its theoretical setting the concept is virtually indisputable as 
a matter of sound public policy.*® The financial penalty resulting 
from errant conduct serves as a restraint on such conduct. The con- 
cept breaks down, however, when in a given situation the wrong- 
doer by design or circumstances is judgment proof and the inno- 
cent victim bears his own loss. The problem of innocent uncom- 
pensated victims is particularly acute in the automobile setting be- 
cause of the severity and magnitude of the injuries that may result. 
Victims naturally resist and protest any result which forces them 
to bear large losses which were due to another's misconduct.** 

The commsn law theories of duty, causation, imputed negli- 
gence, gross negligence, assumption of risk, and contribution have 

28In states where ihe percentage of insured drivers is below 80 or 90 
per cent, the effect of a compulsory insurance law might be quite different. 

See: Prosser, W. L., Law of Torts, West Publishing Company, St. 
Paul, Minnesota, 1941 Edition, pp. 1-18. 

%°This view is expressed by many legal theorists. For example, “The 
Prophylactic factor of preventing future harm has been quite important in the 
field of torts. The courts are concerned not only with compensation of the 
victim, but with admonition of the wrongdoer.” See: Prosser, W. L., Torts, 
Op. Cit., pp. 27-28; also, Pound, Roscoe, “Reparation and Prevention in the 
Law Today,” 12 NACCA Law Journal, 196 (1953). 

%1In the State of Georgia it is reported that a Compulsory Automobile 
Insurance Law has been introduced by a state senator who had been involved 
in an accident with an uninsured and irresponsible motorist. See: Plummer, 
A. L., “The Uncompensated Accident Victim,” Insurance Law Journal, No. 402, 
July 1956, p. 461. 
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been generally recognized in the common law but are applied in 
different ways in different jurisdictions.*? The study of the cases 
in Los Angeles County indicated that both the courts and legisla- 
tures have made significant modifications of their own which dis- 
tinguish California law from other states. For example, the last 
clear chance doctrine has been developed in California and in 
other states where the contributory negligence defense produced 
results which seemed basically unjust. The family purpose doc- 
trine has grown out of situations where the courts were unable to 
stretch the law of agency to cover the situation and impute negli- 
gence to the financially responsible parent. The underlying con- 
cepts of the assumption of risk defense have been re-examined in 
many states, and the defense is now recognized in only extreme 
cases.** 

Revised concepts of gross negligence have attempted to amelio- 
rate the inequitable results obtained where otherwise flagrant dis- 
regard of moral responsibility was left unpunished.** Theories of 
contribution between joint tortfeasors have been realigned to pro- 
tect the innocent plaintiffs interest.**° The courts have attempted 
to adjust legal duty and standards of conduct to accommodate the 
modern concepts of traffic safety and vehicle operation.** In short, 
the common law surrounding the automobile tort situation is going 
through a period of gradual evolution and change, each state mov- 
ing at different speeds and oftentimes in different directions. 

Similarly, state legislatures have re-examined the legal theories 
for allocating automobile accident costs. Comparative negligence 
legislation of some form has been enacted in the states of Wiscon- 
sin, Nebraska, South Dakota, Mississippi, Arkansas, Tennessee, and 
Georgia. Guest statutes, Insurer Process Acts, Partial Release legis- 
lation, Financial and Safety Responsibility laws, and revisions of 
the traffic code have produced equally startling changes in the 
theories and procedures for deciding the question of who will bear 
the ultimate financial burden of the automobile accident.** How- 

%2See: Restatement of Torts, Vol. II, American Law Institute, 1934 
Edition; Corpus Juris Secundum, Vol. 65, West Publishing Company; Ameri- 
can Jurisprudence, Vol. 38, Lawyers Co-Operative Publishers, New York, 
New York. 

33See: Prosser, W. L., Torts, Op. Cit., Chapter 9. 

34 Gross negligence findings in many jurisdictions have had the effect of 
abolishing the defendant’s opportunity to rely on the contributory negligence 
defense. Ibid., p. 402. 

35 Ibid., p. 1111. 

36 For an example of how case law has changed with the times reflecting 
revised concepts of duty and standards of care see: Campbell, Richard V., 
Cases on Liability and Compensation for Automobile Accidents, College Typing 
Company, Madison, Wisconsin, 1946, Chapters I, II, II, and IV. 

37 Examples of these types of laws are found in: Campbell, R. V., Cases 
on Liability and Compensation for Automobile Accidents, Op. Cit. 
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ever, thus far no state in this country has chosen to abandon the 
fault concept of loss allocation or of individual civil liability. 

Thus it is possible to conclude that differences do exist in how 
the courts and the legislatures feel that tort claims should be allo- 
cated between the parties to the action. What may be a valid claim 
in one state may not be recognized in another. 

The impact that compulsory automobile insurance or an un- 
satisfied judgment fund would have on a given state may well de- 
pend on the inherent variables that exist in the states’ common or 
statutory law. The enthusiasm of an injured victim to bring legal 
action against the other party depends on how well the facts sur- 
rounding the accident fit into the established common law and 
statutory patterns for recovery. Once this question is determined 
favorably, the probability of collecting the judgment, if it is 
awarded, must be considered. Where no insurance exists, generally, 
the probability of collecting damages are reduced.** 

To the extent that compulsory automobile insurance would 
prompt otherwise reticent plaintiffs to prosecute legal actions 
against the newly insured defendants, the volume of litigation 
would increase. In 1954 Los Angeles County sustained over 31,000 
accidents. Assuming that 90 per cent of the drivers carried lia- 
bility insurance, it is logical to assume that 10 per cent of the un- 
insured drivers were involved in at least 10 per cent of these acci- 
dents, or 3,100, in 1954.°° Insurers in the area report that they liti- 
gate to final judgment on the average of 2 to 3 per cent of all claims 
filed.*° If it be assumed that the higher of the two percentages 
is valid as applied to these 3,100 accidents, 'itigation would be in- 
creased by about 93 cases per year. This would be about 10 to 12 
per cent increase over 734 cases which went to the final judgment 
in 1954.* 

Another method of analysis would suggest that a compulsory 
automobile insurance law would reduce litigation rather than in- 
crease it. Since between 10 and 15 per cent of the present cases 
resulting in final judgment involve unsatisfied judgments,*? it ap- 

38 The questionnaire to plantiff’s counsel revealed that where insurance 
was not carried by the defendant, the chances of collecting the judgment 
were reduced by about one half. Also see: Kenneally, J. P., “Negligence—A 
Name Only,” Weekly Underwriter, September 15, 1956, p. 569. 

%®The Motor Vehicle Department of California has published data in- 
dicating that the uninsured motorists are likewise more accident prone than 
insured motorists. 

#° One insurer doing a substantial volume in Southern California reported 
that in 1940 the company litigated about 14% of all claims filed, whereas the 
current data reveals the percentage increased to about 2% of all claims filed. 
These percentages vary considerably by geographic area as they reflect the 
extent of participation by attorneys in loss settlements. 

‘1 See: Table V. 

#2 See: Table VI. 
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pears reasonable that if insurance were involved in these cases 
the probability of the insurer compromising a large percentage of 
these claims and hence avoiding litigation seems likely in view 
of the 3 per cent litigated figure. In either case it would appear 
that in areas where the percentage of vehicles and @rivers insured is 
high, the enactment of compulsory automobile insurance would 
slightly increase or in some situations reduce the present volume 
of litigation. The conclusion depends on the crucial variables, per- 
centage of drivers insured before and after enactment and the 
percentage of litigated cases which would otherwise be com- 
promised. 

Unsatisfied judgment fund legislation, on the other hand, would 
seem to increase the volume of litigation. No compromise or settle- 
ment is possible between the parties to avoid litigation as is the 
case where insurance is involved.** Each case must be carried 
through the entire legal process to collect from the state fund. 
Furthermore, unless the percentage of insured vehicles increases, 
which seems unlikely, the victims who now choose not to prosecute 
the action because of the uncollectibility of the defendant would be 
greatly encouraged to exhaust all of their legal remedies with the 
hope of collecting from the fund. 

Basic differences in procedural law also exist among the states 
and must be considered in an analysis of the effect produced by 
an unsatisfied judgment fund or compulsory insurance or some 
other funding proposal. These cause and effect relationships must 
be worked out before judging the adequacy or inadequacy of a 
given solution to a given territory. 

C. Adequacy of Legal Machinery. In regard to the third phase 
of the analysis, considerable information was obtained concerning 
the operation of the court system in Los Angeles County as it re- 
lates to automobile accident litigation. 

In the period from 1943-1954 the volume of complaints filed 
relating to automobile personal injury claims increased by over 500 
per cent whereas accident frequency had increased by only 200 per 
cent, as shown in Table V. 

The proportion of accidents which involved filing a complaint 
increased from about 1 in 12 in 1943 to about 1 in 5 in 1954. This 
increase may be explained by several hypotheses: (1) the insurance 
companies were more niggardly and chose to defend more actions; 
(2) the courts were more liberal than out of court settlements 
would be, thus encouraging victims to litigate; or (3) the legal pro- 

*8 See: Bambrick, W. L., “A Look at the New Jersey Unsatisfied Claim 
and Judgment Fund,” Insurance Law Journal, No. 406, November, 1956. 

“4 The use of pre-trial conference and court commissioners has been effec- 
tive in reducing the number of cases litigated. See: Kenneally, J. P., “Negli- 
gence—A Name Only,” Weekly Underwriter, September 15, 1956, p. 571. 
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TABLE V 


AUTOMOBILE PERSONAL INjuRY CasEs FILED AND CasEs LITIGATED IN 
Los ANGELEs County SupEenion Court, 1943-1954 
% of Total 
Injury Total Total No. Cases Filed 
Accidents Cases of Judgments Going to 
Year L.A. County Filed per Year Judgment 
1943 15039 1276 218 17.1 
1944 14317 1477 223 15.1 
1945 17407 1799 196 10.9 
1946 21281 359 12.5 
1947 21351 3153 13.0 
1948 22015 14.4 
1949 24211 16.9 
1950 25456 18.3 
1951 26560 14.4 
1952 29783 11.8 
1953 29923 6259 711 11.4 
1954 31549 6612 734 11.1 
Source: Statistical Sumamry, Civil Records Division, Hall of Records, Los Angeles, 
California. 


fession was more active and prominent in the claims settlement 
transactions. Preliminary findings seemed to confirm each of these 
hypotheses to a limited extent.*® 

Table V also indicates that a smaller percentage of the cases 
filed were being litigated in 1954 than in most other preceding 
years. Several explanations could be offered for this phenomenon. 
Between the years 1943 and 1954 there were 22 new judges added 
to the Superior Court system, but the delay in the docket had in- 
creased from 5 months for a jury trial to 18% months. A backlog 
of 8550 cases existed in 1953, whereas in 1955 it had increased to 
10,573 cases and was growing at the rate of 500 cases per month. 
While the average time between the injury and filing of the com- 
plaint remained about 10 months, the average time between the 
complaint and the trial and judgment had increased from 1.4 years 
to 2.8 years. Extrapolations of the delay data correlated to the 
higher trend in case filings indicated that by 1960 there will be a 
34 month delay in jury trials with a backlog of 19,000 cases, assum- 
ing no new judges are added.* 


*5 See: Tables VI, VII. 

46 One prominent insurance attorney has suggested that the use of pre- 
trial conference technique in New York has solved much of the crowded 
docket problem as regards non-jury cases and that settlements are being ac- 
complished with such an administrative device. He further states: “The 
use of special referees, non-jury parts, settlement call calendars, pre-trial 
calendars, medical expert calendars, have just scratched the surface. A new 
set of standards are replacing the technical law of negligence. It is the law 
of action, the negotiation for settlement. The fact remains that we have a much 
closer approach today to absolute liability in practice than in theory.” 

See: Kenneally, J. P., “Negligence—A Name Only,” Op. Cit., p. 571. 
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This glut in the court systems was reported with equal concern 
in the research studies conducted in the early 1930’s.*7 It is nothing 
new but does represent a tremendous handicap under which an 
innocent victim must operate. The longer the delay, the greater 
the pressure for an out of court settlement below the actual damage 
suffered. The fact that 89 per cent of the cases filed are compro- 
mised or dropped indicates the magnitude of the problem.** As 
automobile accident frequency continues to climb, the problem will 
become more and more aggravated. 

D. Adequacy of Present Compensation to Injured Victims. The 
fourth phase of the analysis is concerned with the problem of the 
adequacy of compensation received by injured plaintiffs who were 
involved in automobile accidents. Here the study necessarily was 
limited to studying those cases which were actually litigated and 
did not sample the vast number of innocent persons involved in 
accidents and who never take legal action because of the cost in- 
volved or the fact that the defendant would be uncollectible even 
if judgment were granted. 

Of those persons successful in seeking judgment, it is shown in 
Table VI that about 24 per cent of the judgments granted were not 
satisfied within 91 days after entry. A questionnaire was mailed to 
the plaintiff's attorneys and results indicated the 24 per cent figure 
was an overstatement since about 5 per cent of the cases were 
appealed and about 10 per cent were satisfied within a year at a 
compromise figure.*® Yet, if it be assumed that 10 per cent are 
never satisfied, it means that within Los Angeles County the chances 
are about 1 in 10 that if a judgment is granted it will never be 
collected. Those judgments which weren't collectible generally in- 
volved uninsured drivers who were financially irresponsible.” 

The startling information received from the questionnaire to 
the plaintiff's counsel was the fact that many of the satisfied judg- 
ments were only in part collectible. Insurance limits many times 
were inadequate where insurance was involved. The attorney’s fees 
accounted for at least 25 to 50 per cent of the amount awarded, a 
cost not fully borne by the party at fault.* 

*’ See: French, Patterson, H., The Automobile Compensation Plan, Op. 
Cit., pp. 10-32. 

48 The pressure on the plaintiff to accept a compromise offer varies directly 
with his chances of getting an early trial as well as the merits of his case. The 
pre-trial conference may not be as an effective device for getting compromise 
settlements in areas where the court docket is not as crowded as in New York 
or Los Angeles County. 


*° The study showed that of the judgments satisfied about one in four were 
satisfied by amounts below the amount awarded by the court. 

5° Of the judgments unsatisfied, plaintiff's attorneys reported in no case 
was there an insurance policy involved. 

51 The amount of the contingent fee oftentimes depends on the stage of 
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TABLE VI 


AUTOMOBILE PERSONAL INJURY JUDGMENTS AWARDED IN Los ANGELES 
Superior Courts For YEARS 1943-1954 


(Wrra Data on Per CENT SaTIsFIED) WirHin 91 Days 


Judgments not Per cent of 

Total No. of Satisfied within Unsatisfied 

Judgments per 91 Days Judgments 

Year Year per Year 

1943 218 78 
1944 223 79 
1945 196 32 
1946 359 72 
1947 409 89 
1948 475 112 
1949 592 197 
1950 659 148 
1951 635 136 
1952 645 134 
1953 711 160 
1954 734 152 


Total 5856 1400 
Source: Statistical Summary, Civil Records Division, Hall of Records, Los Angeles, 
California. 


In terms of the average size judgment awarded during the 
period from 1943 to 1954 the study revealed that the court awards 


have kept pace with changes in the business cycle and price level 
as shown in Table VII. Based on the assumption that the inherent 
nature of the cases during this period has not changed materially, 
the data reveal that the mean size judgment in 1943 was $2,765, 
plus or minus $825 on a 95 per cent confidence level, while in 1954 
the mean size judgment had risen to $6,980, plus or minus $3,000 
based on a 95 per cent confidence level. According to the mean 
judgments, the court system is in touch with price level changes 
and is reflective of these changes in the awards granted.” 

Some appreciation can be gained as to the future problems in 
accident frequency and court litigation by further analysis of the 
data. Based upon a population estimate developed by the Research 
Department of the Security First National Bank, 6,150,000 will be 
living in Los Angeles County in 1960. Analysis indicates a .976 
coefficient of correlation between vehicle registration and popula- 
tion change with a predicted 3.4 million vehicles registered in the 
County in 1960. 
litigation at which settlement is made, the fee of course being higher if actual 
trial is conducted, a further pressure on the plaintiff to accept a compromise 
of his claim. 

52 Other variables may account for the increase of the means, such as: 


Only higher damage cases are tried because of higher legal expenses; or the 
severity of damages generally has increased in spite of price level changes. 
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TABLE VII 


MEAN JUDGMENTS GRANTED FOR AUTOMOBILE PERSONAL INJURIES 
By Los ANGELEs County SUPERIOR Counts COMPARED TO 
Los ANGELES County Price INpex, 1943-1954 


Sample Size 555 Cases 
Standard Range of Los Angeles 
Number Error Sample County Price 
Year Judgments Mean of Mean HIGH LOW INDEX 
$2765.62 $ 412 $8,100 $169 
655 10,383 150 


3060.75 
3043 . 50 164 


HEE HE EHH 


ALL 


* Indicates Jury awards. 

Source: Scientific Random Sample of Court Judgments, Hall of Records, Los 
Angeles County, California. Consumer Price Index: U.S. Dept. of Labor, ®ureau of 
Labor Statistics. 


A similar high coefficient of correlation of .973 exists between 
vehicle registration and injury accidents. An extrapolation of this 
data predicts 47,000 injury accidents in 1960, as shown in Graph I. 


In relating this to the volume of expected litigation, assuming the 
present 20 per cent of accidents result in filed complaints (See 
Table VIII), the study reveals that in 1960 an estimated 9400 com- 
plaints will be filed. This would be an increase of approximately 
142 per cent over 1954 experience. 


TABLE VIII 


PERCENTAGE OF INJURY ACCIDENTS FILED FoR LITIGATION iN 
Los ANGELEs County Superior Court, 1943-1954 
Per cent of 
Year Accidents Filed 


1943 8.40 
1944 10.31 
1945 10.33 
1946 13.54 
1947 14.77 
1948 15.03 
1949 14.60 
1950 14.18 
1951 16.60 
1952 18.30 
1953 20.92 
1954 20.97 
Source: Based on Statistical Summary, Clerk of Court, Los Angeles Superior Courts, 
Hall of Records, Los Angeles, California. 
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The study did reveal the interesting fact that 12 per cent 
(plus or minus 5 per cent) at 95 per cent confidence level of the 
judgments awarded exceedud $10,000. As indicated in Graph II 
the adequacy of the limits imposed by the Financial and Safety 
Responsibility laws in California could be questioned in view of 
this statistic. 

From this analysis it can be concluded that the solution to the 
automobile accident problem must attack several current weak- 
nesses in our methods of compensating automobile victims but still 
recognize wide differences that exist in various parts of the country 
as to the nature and extent of these aggrieved weaknesses. Not 
all jurisdictions have the delay problem in accident litigation. Not 
all jurisdictions have the same percentages of uncollectible judg- 
ments. Not all jurisdictions have the same accident frequency prob- 
lem. Not all jurisdictions have the same legal standards or theory 
on which to allocate the financial burdens which motivate or dis- 
courage injured plaintiffs from bringing suit. 


Evaluation of the Arguments for or Against Compulsory 
Insurance 
Sketched against the background of the Los Angeles Study and 
similar studies conducted in other parts of the country, it is ob- 
vious that the problem of compensating the accident victim is a 
small but an important part of the total automobile accident prob- 


lem. With the bulk of the drivers carrying liability insurance, the 
findings indicate that a very small percentage of total accidents 
occurring result in unsatisfied judgments. Los Angeles County had 
over 31,000 accidents in 1954, and of this figure less than % of 1 
per cent resulted in unsatisfied judgments.™ 

However, assuming the fact that these cases involve damages 
of the mean size judgment ($6,900), the total aggregate cost in- 
volved would be over $1 million per year in this county alone.** 
Also, these statistics ignore the many cases which are never prose- 
cuted because of the uncollectibility of the defendant and the cases 
never litigated because costs of litigation are greater than the 
damage suffered. Damages from these situations could increase 
the million dollar figure substantially. 

The Los Angeles Study clearly shows that a compulsory auto- 
mobile liability insurance law plays on the outer fringes of the total 
automobile accident problem in that it seeks to fund those judg- 


53 See Table VII. 

54 This figure compares favorably with estimates which the motor vehicle 
department has made concerning total personal injury damage in the State 
of California. Letter from Paul Mason, Director of Motor Vehicles, April 28, 
1955. 
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ments which are unsatisfied but does nothing in helping the plain- 
tiff get the judgment through a crowded court docket, which is 
perhaps a more pressing problem. Delayed justice may mean no 
justice in many cases. 

The effectiveness of compulsory automobile insurance in raising 
the number of insured vehicles to 100 per cent is likewise doubtful 
even with the policing devices inserted in the New York Law. Cer- 
tain motor vehicles are specifically excluded from the application 
of the insurance requirement. Such vehicles include: 


(1) those owned by United States or any state or political 
sub-division of any state, (2) those used for transportation of 
passengers for hire which vehicles must conform with the spe- 
cific requirements of other statutory provisions, (3) interstate 
carriers holding the necessary permits or certificates, (4) public 
service and contract carriers, (5) certain farm vehicles. 


In his memorandum accompanying the signature of the new 
act, Governor Harriman made the following pertinent comment: 


“I approve this bill with regret that the innocent victim of the 
hit-and-run and the stolen car and the out-of-state automobile 
will be unable to receive the benefits afforded to others. This 
gap in the law will continue to demand remedial amendment 
and I will continue to press for legislation to fill the void.” * 


Also, the vast number of vehicles and drivers in certain areas 
makes tight enforcement impossible without huge expenditures for 
policing activities. One expert predicts the uninsured vehicle may 
always be with us because of the dynamic processes of change and 
movement of vehicles and drivers across state lines.™ 


TABLE IX 


INCREASE IN LITIGATION IN MASSACHUSETTS DuRING PERIOD 
1924-1929 
AvtomosiLe Liapmitry Cases** 
Before Compulsory Law: Number of Cases 
1924 16,900 
1925 18,117 
1926 18,282 
1927 19,403 


After Compulsory Law 


1928 27,377 
1929 27,592 


55 Quoted in address by La Manda, Arthur, Deputy Commissioner of New 
York Insurance Department, Casualty and Surety Accountants Association, 
June 14, 1956. 

56 Ibid. 

57 See: Report of Committee to Study Compensation for Automobile Acci- 
dents, Op. Cit., p. 125. 
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A strong case was made in 1932 that a compulsory automobile 
insurance law would aggravate, not lessen, the congestion of court 
dockets. The volume of litigation in Massachusetts increased by 
150 per cent immediately after the passage of the compulsory law 
in 1926. 

This increase is overstated, however, in terms of the present 
situation. In 1927 when compulsory automobile insurance was en- 
acted in Massachusetts, less than 50 per cent of the vehicles were 
insured. Today, practically every state reports over 80 per cent 
insured,®* which means the impact of compulsory automobile in- 
surance on the volume of litigation would be considerably less, 
as indicated in the Los Angeles County analysis. 

Increasing the number of insured vehicles in the state will not 
assure the accident victim that he will be fully compensated. The 
study indicated that courts costs and legal fees oftentimes account 
for a substantial part of his award. The judgment granted may 
exceed the insurance limits, and the delay in the docket may force 
- compromise of an otherwise valid claim. These arguments have 
been advanced by the proponents of a compensation plan which 
would by-pass the fault issue. 

The administrative costs of compulsory also must be weighed 
against the result which it is attempting to accomplish. Increased 
overhead in administration results in higher tax costs to all citizens, 
a cost which must be compared to the results which are sought. 
The costs of enforcement in Los Angeles County must be reason- 
able in comparison to the one million dollar estimate of uncom- 
pensated loss. 

The argument is made that the compulsory law may have the 
effect of increasing insurance rate levels for all motorists on the 
theory that the uninsured vehicles are poorer risks. The shifting 
of this cost to all insureds through the insurance mechanism asks 
the present driver group to assist in carrying the costs of the pres- 
ent uninsured drivers. Assuming that the uninsured drivers have a 
poorer accident record, this criticism is valid. Underwriting classi- 
fications may not be sufficiently refined to make necessary distinc- 
tions to eliminate this inequity. 

Opposition to the legislation by insurance companies has gen- 
erally centered around the fear of political control of insurance 
rates and policies. || “he declarations of purpose of the New York 
legislation two statements of legislative intent have been included 
to reassure the insurance industry on these matters. 


“The legislature finds and declares that the public interest can 
best be served in satisfying the insurance requirements of this 
article by private enterprise operated in a competitive market 


58 See: Note No. 7. 
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to provide proof of financial security to the methods prescribed 
herein.” *° 


A second pronouncement reads: 


“Nothing in this article shall be construed to affect any change 
in the application of Article 8 of the insurance law to automobile 
liability insurance rate making or to affect the development of 
various methods of doing or operating an automobile liability 
insurance business.” ® 


History will bear out the truth or error of these statements.*! 
Lastly, an evaluation of compulsory automobile insurance must 
consider briefly the alternative solutions proposed for meeting the 
funding problem, namely: Unsatisfied judgment funds,®? im- 
poundment of vehicle acts, and uninsured motorist coverage. Each 
of these solutions have inherent weaknesses which likewise should 


be considered. 

While the laws establishing unsatisfied judgment funds in the 
various states and provinces are different in detail, in general they 
are held to possess the following weaknesses: 


(1) The victim must still run the gamut of our legal processes 
before any remedy is granted. 

(2) The inital tax or fee to establish the fund is assessed against 
both the insured and uninsured motorist. 

(3) The legislation has provoked increased litigation, further 
aggravating the crowding of the court calendars. 


5° See: Declaration of Purpose; See 93(2), New York Insurance Laws, 
1955. 

8° Ibid. 

61 Many insurance companies feel very strongly about these dangers. See: 
Lemmon, Vestal, “Compulsory Insurance—A Toxic Brew,” Insurance Law 
Journal, No. 406, November 1956. 

62 The basic objective of the unsatisfied judgment fund is to establish a 
sum of money, usually held by the state as trustee, from which judgment 
creditors on actions arising out of motor vehicle accidents may be reimbursed 
in the event that they have exhausted all remedies against the judgment debtor. 
This approach to compensating innocent accident victims was first proposed in 
the Province of Alberta, Canada, and later adopted in British Columbia, Mani- 
toba, Ontario and Prince Edward Isle as well as the state of North Dakota 
and New Jersey. All of these plans provide for the fund to be established by 
taxing the motorist or driver at the time of registration of the vehicle with 
the state. The usual fee to be paid is one dollar except in the case of the 
New Jersey law which provides a three dollar assessment where the motorist 
is uninsured. Most of the laws provide that once the fund reaches a predeter- 
mined amount, such as $175,000 in the North Dakota law, assessments will be 
suspended. It is apparent that the limit would have to be much higher in 
heavily populated states such as California. The New Jersey law has the 
interesting feature of assessing insurance companies one-half of one per cent 
of their bodily injury and property damage premiums in addition to the motor 
vehicle owner assessment. 
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(4) The limits of reimbursement for damages or injuries suf- 
fered are inadequate where those losses exceed the limits of 
reimbursement of the fund. 

(5) Unsatisfied judgment funds are difficult to administer to 
eliminate spurious or fraudulent claims. 

(6) The enactment of fund legislation might result in a de- 
crease of percentage of motorists insured due to misunderstand- 
ing of its nature. 

(7) None of the unsatisfied judgment fund statutes cover non- 
residents. ** 


Impoundment of Vehicle acts have been enacted in the Canadian 
Provinces of British Columbia and Manitoba. They provide that if 
the driver involved in an automobile accident is unable to produce 
evidence of insurance at the scene of the accident, the vehicle is 
immediately impounded by the police. The vehicle is then taken 
to a garage and is not released unless the owner produces an order 
from the Register of Motor Vehicles or police officer indicating he 
has satisfied the insurance requirements. 

Advocates of this legislation point to the fact that it is a further 
device for increasing the number of insured vehicles in the juris- 
diction of the law. The Canadian Provinces now estimate that the 
number of insured vehicles has increased to approximately 95 per 
cent. Further, the impoundment of the vehicle has the tremendous 
advantage of indicating the importance of carrying insurance to 
motorists. 

Critics of the plan point to the fact that the impoundment law 
still does not assure that all drivers will be financiaily responsible. 
Also, if there is a forced sale of the vehicle under the impoundment 
act to satisfy judgments, seldom will the value of the vehicle be 
sufficient to meet the normal bodily injury verdict. Still other states 
considering such legislation have pointed to the fact that it is per- 
haps unconstitutional and therefore impractical.® 

A Compensation Plan abandoning the fault theory was enacted 
in the Canadian Province of Saskatchewan in June, 1946 as a solu- 
tion to the funding problem.* 


83 See: Benson v Snider, 68 N.W. 2d 655 (1955). 

® See: Kline, G. H. and Pearson, C. O., The Problem of the Uninsured 
Motorist, Op. Cit., pp. 39-40. 

* The Canadian statute discards the accepted common law system of 
negligence and the issues at fault which arise from accident situations. This 
principle, expounded in 1933 by the Columbia University Research Committee, 
seeks to avoid the issue of individual fault and transfers the major financial 
burden of all traffic accidents to all who benefit from the operation of motor 
vehicles. Damages are established by a statutory schedule of benefit rather 
than court or jury consideration of the extent of injury or loss. Insurance must 
be purchased at the time of the license of the motor vehicle by the owne: and 
the payment of a fee of $5 for the vehicle plus a personal premium of a doliar 
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The attack on the compensation plan has been extremely critical 
by those state legislatures which have studied it. The following 
weaknesses have been indicated: (1) Doctrine of no liability with- 
out fault is incompatible to the democratic society where the obli- 
gation is placed on every individual to exercise due care for all his 
activities. Discarding the fault concept and the subsequent financial 
penalty would remove the deterrent to future errant conduct. 
(2)The statutory schedule of benefits may prove to be inadequate. 
(3) Administration of the act by administrative body rather than by 
our court systems would be most difficult and expensive. Motorists 
are not relieved from general common law liability for their negli- 
gence but may be sued where recovery under the act is inadequate, 
thereby compounding the general administrative problem. (4) The 
impact of a no liability without fault law on automobile safety 
and accident frequency would be adverse. Present gains in acci- 
dent prevention may be lost with the inauguration of a payment 
plan regardless of the faults. (5) The plan would require a com- 
plete abandonment of our established free enterprise insurance sys- 
tem and would instead substitute a government insurance program 
with all of the disadvantages of socialized insurance. 

Uninsured Motorist Coverage is one solution which the insur- 
ance industry has developed as an answer to the uninsured motorist 
problem.® The advantages are that this cover enables the con- 
scientious motorist to protect himself against the possibitity of 
becoming involved with a financially irresponsible defendant. Hit 
and run, stolen vehicle, and out of state vehicle accidents would be 
covered. 

Critics of the plan suggest that: (1) the insured motorist car- 
ries the cost of the uninsured; (2) not all insureds will purchase 


for each driver. From this fund accident compensation benefits are provided 
regardless of fault for persons injured in motor vehicle accidents and death 
benefits to dependents of persons killed in such accidents up to a maximum 
limit of $3,000. The act was subsequently amended to likewise include com- 
pulsory collision insurance with $100 deductible provision. 

% The endorsement, attached to the automobile liability policy, is avail- 
able in two general forms. The first type provides that coverage extends to 
the innocent victim involved with an uninsured motorist, but will pay 
damages to which the insured is legally entitled. The second type of endorse- 
ment is similar, but has the additional statement that “The accident causing 
such injuries shall be deemed to have resulted from the negligence of such 

owner-operator without the negligence of the insured in any way 
contributing thereto.” The coverage is in the nature of a bond in that the 
insurance company is entitled to the assignment of any claim and may take 
such steps as it deems advisable to recover from the other party at its ex- 
pense. Thus the forms of endorsement are practically the same except one 
presumes absence of the insured’s negligence and the other does not. 

These endorsements have been approved in most states and are written 
at the cost of $2.50 to $6 depending upon the limits stated and the type of 


form required. 
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coverage, leaving many still uncompensated; (3) the percentage of 
insured vehicles may be reduced by encouraging this coverage; 
(4) gaps in coverage still exist. 


IV 


Summary and Conclusions 


The automobile accident problem has invoked public concern 
since the introduction of this mode of transportation. Interest in 
the problem of compensating accident victims reached a peak dur- 
ing the ten year period between 1925 and 1935. During that era 
solutions to the funding problem were advanced and discussed at 
great length. 

Today the problem is still confronting the nation. While differ- 
ing in several important historical and factual details, the questions 
are basically the same and the solutions advanced are similar to 
those presented during the earlier era. Consideration and evalua- 
tion of these proposed solutions, however, must be done against the 
new background of relevant factual data and experience. This study 
related to an area where accident frequency, vehicle saturation, and 
vehicle utilization had reached tremendous proportions in order to 
see how the proposed solutions would withstand such pressures. 

From this study the following important conclusions were 
reached: 


(1) In areas where accident frequency is high, the economic 
and social consequences of automobile accidents are most 
aggravated. 

(2) These aggravations are best evidenced by the large volume 
of litigation which follows in the wake of these underlying 
conditions. 

Because of the basic differences existing between and 
among geographic areas as regards accident frequency, ve- 
hicle saturation and utilization, court capacity, the extent 
of insurance owned or carried, and the legal theories of 
recovery, most generalizations about the advantages and 
disadvantages of a given solution to the funding problems 
are meaningless. 

The cause and effect relationships of a given solution 
must be considered in terms of their impact on the crucial 
variables of accident frequency, percentage of total vehicles 
and drivers insured, and the delays and costs of litigation 
before validating any solution. 

From the viewpoint of public interest, compulsory automo- 
bile insurance and other funding plans may aggravate al- 
ready existing defects in the legal machinery and processes 
and contribute to their abandonment or collapse. 
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(6) All funding plans must take into account the trend towards 
increased costs of litigation and accident damages in setting 
minimums of financial responsibility. 

(7) Compulsory automobile insurance, as well as other funding 
plans, will not fully fund all accident costs even under the 
most rigid enforcement by the state. 

(8) The weighing of the alternative solutions to the funding 
problem reveals other important inadequacies which must 
be carefully considered in electing a course of legislative 
action. 

The struggle for a fair and equitable solution to the funding of 
automobile accident claims will continue to haunt our state legis- 
latures even if one of the currently proposed solutions is adopted. 
Only through continued unprejudiced research effort will the ulti- 
mate solution be found. 





THE PROBLEM OF THE FINANCIALLY 
IRRESPONSIBLE MOTORIST AND 
THE UNCOMPENSATED ACCIDENT 
VICTIM 


Pau. S. WIsE 
American Mutual Insurance Alliance 


It must be quite apparent to even the most casual observer that 
one of the most significant and dominating factors of the insurance 
business in recent years has been the so-called “automobile prob- 
lem.” Its ramifications are rather extensive and complex, and one 
cannot hope in a limited time to give a complete or detailed survey 
of the entire subject. 

The term “automobile problem” is actually descriptive of the 
many diversified and yet closely related and interdependent prob- 
lems which plague the automobile business today. From an insur- 
ance company management standpoint it encompasses loss preven- 
tion, claims, underwriting, and production. 

The terrific toll of lives and property that is today the needless 
cost of operating the greatest system of highway transportation in 
the world challenges the best efforts of those who have the respon- 
sibility of an effective prevention program. Claim departments 
within insurance companies are plagued with the increased claim 
mindedness of the public. They are concerned with the organized 
action by claimants’ attorneys to obtain higher verdicts and with the 
tendency of legislatures, juries, and courts to shift the basis of 
compensating ..jury, either implicitly or explicitly, from the doc- 
trine of fault to a doctrine of insurance or enterprise liability. These 
factors, combined with a spiraling inflationary trend, have produced 
increased claim costs and a higher loss ratio. 

The impact of a high loss ratio raises other seemingly insoluble 
questions for the underwriter. What can be done to decrease the 
loss ratio? Should rates be an instrument of loss prevention by at- 
tempting to distinguish between the good and the bad driver? 
Should companies be more selective in their underwriting? What 
is the basis for a sound rating classification system for automobiles? 

The answers to these questions raise complications on the pro- 
duction line. How far can rates be increased before companies 
price themselves out of the market? Can rates be lowered without 
lowering agents commission? To what extent are merit rating plans 


(101) 
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and merit rating classification plans competitive devices rather than 
a means of eliminating the problem? These are all present and im- 
mediate problems which are requiring decisions of insurance man- 
agement. 

In the long range view the problems are perhaps more funda- 
mental in nature and social in character. They present themselves 
in four phases of accident responsibility. The first phase is that of 
responsibility for accident prevention. Although magnificent ac- 
complishments have been made in the past by the insurance in- 
dustry in loss prevention endeavors, the pressure is on for more 
intense and comprehensive programs at insurance industry expense. 
The industry finds itself bearing a burden created by inadequate 
laws and the general failure of government to assume its responsi- 
bilities in this respect. 

The other three phases are somewhat interrelated and deal with 
(1) fixing responsibility for the accident, (2) determining the extent 
of responsibility and (3) insuring that responsibility. 

In connection with the fixing of responsibility we are faced with 
changing concepts of tort liability. Is there to be a change in atti- 
tude toward comparative negligence? Are we drifting into doctrines 
of enterprise liability? Is the compensation system the ultimate to 
be expected? 

In connection with the extent of accident responsibility we 
have the basic problem of what principle or philosophy should lie 
behind a theory of indemnification’ for personal industry. What is 
an excessive verdict? Is it at all possible to devise a system to 
indemnify for a broken back or leg? Should there be other bases 
for the payment of personal injury losses? 

The last phase is the insurance of accident responsibility. In 
this connection the important problem is the extent of government 
responsibility to see that drivers are financially responsible and that 
innocent automobile accident victims are indemnified. The proposed 
answers to this question involve assigned risk plans, financial 
responsibility laws, security funds, uninsured motorists coverage, 
compulsory insurance, and unsatisfied judgment funds. 

It is apropos to ask—what is the nature of this force which urges 
increased verdicts and awards, which tears down the concept of 
fault, and which provides the motivation for the establishment of 
unsatisfied judgment funds and compulsory insurance? 

The seemingly most logical answer is that the tremendous in- 
crease in the number of automobiles on our over-burdened roads 
and highways, with its consequential great loss of life and property, 
demands a more adequate means of compensating those who suffer 
such loss. Strange as it may seem, the number of accidental traffic 
deaths according to the National Safety Council is lower now than 
in 1939. The number of deaths per registered vehicle and for miles 
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traveled has decreased steadily and is now at its lowest point in 
history, much lower than in the 1930's. It would seem that there 
has not been a substantial adverse change in accident records to 
explain the increased pressure for these social changes. 

What then has caused the change in public attitude and the 
attitude of legislatures to seemingly awaken to the urgency of the 
problem? The reason is fundamental and has connotations in other 
aspects of our life reflecting changes in social and economic patterns 
that transcend the comparatively limited field of automobile insur- 
ance. 
Security is a desire innate in every individual. In his quest for 
economic security man has found that by joining together with other 
men who share the same hazards of life he could provide a means 
for obtaining that security. Through his own initiative the insur- 
ance enterprise was created. This quest for security then is the basis 
of this business. 

Within the past 30 years, however, a new philosophy has de- 
veloped and gained momentum. It is a new twist to the security 
concept. It’s basis is that the individual does not have the ultimate 
responsibility for his own economic security but that such responsi- 
bility rests with his government. The philosophy has found expres- 
sion in many aspects of our present economic life. The establishment 
of social security and welfare agencies and the press for socialized 
medicine, price supports, and other measures all have as their pur- 


pose the assumption of risk by the government. It is this force 
that is a major factor in creating a demand that something be done 
for the so-called “uncompensated accident victim.” This force 
must be recognized if a proper analysis is to be made of the schemes 
which will be proposed to solve this question and if the encroach- 
ment of government is to be combated effectively. 


Attitudes within the Insurance Industry 


What has been the attitude of insurance people in the past in 
regard to the problem of the uncompensated accident victim? Their 
approach has not been to compensate victims but to use persuasive 
efforts to compel persons who subject others to the hazards of their 
driving to become financially responsible. 

To implement such a program the insurance industry has sup- 
ported the indirect compulsion of financial responsibility and secur- 
ity responsibility laws. The first laws were applicable only to those 
who demonstrated their irresponsibility from a financial standpoint 
by failure to pay judgments and from a safety standpoint by failure 
to observe traffic laws. Thus, compulsion was applied to those who 
had demonstrated a need for it. A deviation was made in this 
philosophy when every motorist involved in an accident, regardless 
of his fault, was compelled to provide financial security for that 
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accident and, in several states, provide for financial responsibility 
for the future. This was the first break away from the philosophy of 
compulsion without a demonstrated need. A further step in this 
direction was more marked when the insurance industry acquiesced 
to compulsory insurance for certain classes of insurers, such as 
common carriers and minors. This step is as far as the insurance 
industry has gone in acquiescence or support of compulsory meas- 
ures for financial responsibility. The final, and seemingly most 
logical step, would be the requirement that all who drive must 
prove financial responsibility. At this point the insurance industry 
finds itself divided. The history of compulsory insurance in Massa- 
chusetts seems to be the main argument of those who oppose this 
move. 

The criticism has been offered that the present financial responsi- 
bility laws leave some automobile accident victims uncompensated. 
Those suggesting this refer to the problem in terms of “closing the 
gap” and press for remedial legislative measurers. Such an ap- 
proach, of course, contemplates the existance of a social problem 
created by these unindemnified victims, and it assumes that the 
government has an obligation to eliminate this problem by making 
sure that these victims do not remain uncompensated. What are 
the logical consequences of this premise? 

The social problems arising out of the distress of uncompen- 
sated victims of automobile accidents where fault has been ascer- 
tained are no different from those created by accidents where the 
victim is uncompensated because he is contributorily negligent or 
where he is uncompensated because his accident did not occur on 
the highway. Destitution and lack of medical care are no less 
serious because they are a consequence of disease or result from 
accidents which occur off the highway. 

This philosophy has as its basis the governmental assumption 
of the hazards of life. Perhaps we are coming into an era when this 
cannot be avoided. But it has its dangers. By its very nature this 
approach cannot be limited to the automobile field or to the tort 
basis of “no liability without fault” because it assumes the funda- 
mental premise that the government must guarantee that risks in 
respect to an individual's health and safety must be eliminated. 

There still abides in the American philosophy the principle that 
an individual is responsible for his own wrongs and his own per- 
sonal economic misfortunes. These are his burdens, not the burdens 
of organized society. They are economic risks in life that every 
person must chance. This can and should hold true as long as the 
hardships created by these risks and responsibilities can be shifted 
voluntarily from the individual to a group through a system of 
private insurance. 

It is the author’s view that the fundamental aim in solving the 
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automobile problem should be the establishment, through private 
enterprise, of “financial responsibility” on the part of those who 
subject others to the hazards of their negligent driving. 

There are many within the insurance industry who are unwilling 
to subscribe to this principle because of the adverse experience 
encountered in Massachusetts. Their logic has been that what hap- 
pened in Massachusetts will happen whenever motorists are re- 
quired to have some form of financial responsibility. These critics 
have felt that any alternative would be preferable to compulsory 
insurance. As a result of this feeling they have promoted a scheme 
which was devised as an alternative and which had as its basic 
purpose the elimination of the complaints of uncompensated victims 
instead of dealing with the financially irresponsible motorist. It was 
felt that by eliminating the “squawk” of the victims the cry for 
compulsory insurance would be assuaged. This was the basic phil- 
osophy behind the establishment of the New Jersey Unsatisfied 
Judgment Fund law. The law was not born out of any sincere effort 
to take care of what was considered to be a social problem but was 
actually born out of fear of compulsory insurance. 


Unsatisficd Judgment Funds 


The New Jersey Unsatisfied Judgment Fund law was proposed 
by a member of the industry who glowingly described it as having 


the fundamental merit of utilizing existing private insurance facili- 
ties, experience, and know-how, and of preserving the institution of 
private enterprise. The insurance industry, it was stated, was will- 
ing to join the state and share burdens in the solution of the social 
problem. At first the idea, being new and intriguing, captivated 
the imagination of some. Careful reflection, however, showed many 
of its dangers; and it soon became clear that this legislation was not 
the result of constructive effort to find the best solution but was 
the result of political expediency. Many of those who supported 
this move in New Jersey have realized that, like Esau, they had 
traded birthrights for a mess of pottage. 


Nature of Law 


The New Jersey law inaugurates rather startling new and drastic 
changes in the field of governmental regulation. No legislature 
has gone so far in the control of private enterprise, nor has private 
enterprise gone so far in taking over the burdens and functions of 
government. The danger of the law not only lies within the opera- 
tion of the law itself and its application in New Jersey, but also in 
the criteria which it establishes for future legislation. This is true 
not only in the field of insurance, but in the other areas involving 
relationships between the state and free enterprise. 

Time will not permit a detailed analysis of the New Jersey 
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legislation, but a few of its salient characteristics are worthy of 
consideration. The New Jersey unsatisfied judgment fund is created 
by the state from additional taxes on motor vehicle registrations 
and from premium or other indirect taxes on insurance companies. 
The fund has as its purpose the paying of unsatisfied jugments aris- 
ing out of motor vehicle accidents. The fund is managed by repre- 
sentatives of insurance companies and the state. Defense of un- 
insured motorists is provided by insurers free of charge. The major 
burden of financing the fund was originally designed to rest pri- 
marily upon the insured motorist. This law forced those wno had 
already provided for their own financial responsibilities to support 
those who were unwilling to support themselves. Yet at the same 
time the law gave access to the fund to many who did not con- 
tribute to its support. Because of the outcry raised by New Jersey 
motorists to this unfair tax, the legislature was forced to drop the 
$1.00 fee charged against insured motorists and now charges an 
$8.00 fee against uninsured motorists. There still remain, how- 
ever, those hidden and rather insidious levies upon insured motor- 
ists who through increased rates must pay the one-half per cent tax 
levied against insurance companies and who must pay for the 
defense of all cases of uninsured motorists. It is rather ironic that 
these motorists must pay a levy to their insurance companies which 
will enable the companies to hire counsel to resist claims which 
they might bring against the fund. 


Objections to Law 


In this so-called alliance of private enterprise and the state, a 
vital principle of free enterprise was sacrificed. Insurance com- 
panies are required, by law, to furnish a defense for uninsured 
motorists without being compensated for this service. No state, 
except New Jersey, has ever established such a precedent. There 
is a serious question as to the constitutionality of this exaction from 
the insurers. They are required to furnish a defense for motorists 
for whom they have no contractual responsibility or obligation. 
By virtue of the fact that insurers are established in the business 
of furnishing this service to their own insureds, although for a 
premium, the state is requiring these companies to furnish the 
same service free of charge to those uninsured motorists who are 
financially irresponsible and who are unwilling to provide their 
own defense. 

A close analysis of the New Jersey law would seem to indicate 
that it is leading into the very result that was most feared by those 
who feared compulsory insurance, that is, governmental ownership 
and operation of the insurance business. Anyone who has had ex- 
perience with the abuses of existing and well-intentioned funds can 
invision what will happen and is already happening to the New 
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Jersey fund. As time goes by and difficult problems continually 
arise in this odd union of state and private enterprise, it will be a 
simple matter to eliminate private insurance participation. Already 
demands have been made by public officials that the government 
have a larger voice in the management of the fund, and already 
serious legislative threats have been made to enlarge the scope of 
the fund’s operation. 

There are those who try to fool tivemselves by saying that the 
fund really isn’t in the insurance business in that it does not assume 
the liabilities of the uninsured motorist inasmuch as there is a right 
of recourse against him. What they are trying to say in effect is 
that New Jersey has established a huge bonding operation whereby 
the state through a fund has bonded all the uninsured motorists. If 
the uninsured motorist does not pay his just obligations, the state 
will. Although the fund appears to be a bonding operation, it 
turns out to be an insurance operation because the amount of 
recovery against the financially irresponsible motorist is nil. This 
has been the experience in North Dakota and is the present ex- 
perience in New Jersey. So in effect the unsatisfied judgment fund 
is an insurance scheme operated by the state in competition with 
private enterprise. 

In order to alleviate some of these manifest inequities in New 
Jersey and other states where the law has been proposed, attempts 
are made to put a greater burden of the cost of the fund upon the 
uninsured motorist. Assuming that the accident frequency and 
severity of the uninsured group is substantially the same as the 
insured group, and adding all the other normal expense elements, 
the total cost to carry on the operation would approximate the total 
charge made by insurers for automobile liability coverage. If an 
unsatisfied judgment fund is to furnish protection commensurate 
with that afforded under automobile liability policies, the cost must 
necessarily approximate that of insurance or costs must be reduced. 
This could come through cutting down the coverage by using de- 
ductibles and other exclusions, by state subsidy, or by the substitu- 
tion of government services for private enterprise. The elimination 
of acquisition costs under this fund is an example of the substitu- 
tion of government services for private enterprise. 

It is quite obvious that under the New Jersey Unsatisfied Judg- 
ment fund the state is collecting money from uninsured motorists 
to provide for their defense and pay the losses which they create. 
The state thus is an insurer. 

Regardless of the pros and cons of the underlying political and 
economic philosophy of the law, there remains the practical ques- 
tion of whether the law will actually work. Some of the problems 
involved are legal and technical. The unsatisfied judgment fund is 
in a difficult legal and administrative position to defend itself 
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against fraudulent claims because of the problem of obtaining evi- 
dence and the considerable amount of time that occurs following 
the accident before the fund is informed of the claim. The possi- 
bility of fraudulent and exaggerated claims and the red tape neces- 
sary to protect the fund is always present; and this probiem is in- 
creased in hit-and-run cases in that there is no defendant to testify. 
The complications of a joint defense by the fund and by the un- 
insured defendant, whose rights may be infringed, present a difficult 
barrier to the practical operation of the law. 

The successful operation of an unsatisfied judgment fund rests 
upon a narrow base of contingent and variable factors over which 
there is no control. The proponents admit that an extremely high 
percentage of insured motorists is necessary to maintain the sol- 
vency of the fund. There is no assurance that such percentage can 
be maintained. The public has had difficulty in understanding that 
the fund in no way relieves them of their own liability. 

Following the experience of funds in other jurisdictions, it has 
been found that the full impact of claims against the fund will not 
materialize until several years after the fund has been started and 
the public and attorneys are fully acquainted with the method of 
obtaining money from the fund. The experience in Ontario is illu- 
minating. In the first year payments amounted to 53 per cent of 
fees; second year 80 per cent; third year 99 per cent; and the fourth 
year 130 per cent. Fees were then increased by about twice the 
former rate; and in the fifth year the payments amounted to 80 
per cent, sixth year 93 per cent and the seventh year 97.5 per cent 
with the probability that the fees will go higher in succeeding years. 
In North Dakota disbursals were $1,224 the first year; $20,021 the 
second year; $15,631 the third year; $119,717 the fourth year; 
$65,935 the fifth year; $76,031 the sixth year and $151,115 the sev- 
enth year. 

What is the experience in New Jersey? It is probably too early 
to tell what the full impact of the fund will be although there are 
definite signs that the fund is not working as well as the original 
planners would have us believe. There is serious concern on the 
part of the unsatisfied judgment fund board that not enough money 
is being paid out in claims. Well over eighteen months have passed 
in its operation; and the fund has paid out less than $150,000 in 
claims, while mounting reserves are well over $3,000,000. The total 
assets of the fund approximate $5,000,000. What is the public to 
think when they find that in eighteen months operation the fund has 
accumulated almost $5,000,000 and less than $150,000 has been 
paid out in claims? Efforts are being made to liberalize the opera- 
tion of the law to cut away the red tape, but in so cutting away 
the red tape the doors will be thrown open to those unscrupulous 
lawyers and claimants who are looking for a financial bonanza. No 
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doubt the experience in North Dakota and Ontario will be repeated 
with far more devastating results. 

As an example of the difficulty that is being encountered in the 
settling of claims in New Jersey, latest figures indicate that of all 
the claims assigned to insurance companies over 42 per cent have 
gone to suit. This is an extremely high ratio as compared with the 
number of cases that go to suit under private insurance operations. 
The reason is that the law provides that no settlement can be made 
without the consent of the uninsured, and the fund has found a 
great deal of difficulty in obtaining the consent of these irresponsi- 
ble people. The uninsured motorists have discovered that they are 
able to get free defense through the unsatisfied judgment fund and 
are forcing the fund to make a complete defense. They are com- 
pletely unwilling to make settlements which are conditioned upon 
their reimbursing the fund. Further, there are many claimants 
who have just claims and who have become disgusted with all of 
the red tape and have not found it economically feasible to prose- 
cute their claims. The $200 deductible turns into a deductible of a 
much higher amount because of the cost of processing the claim. 
A claim has to be worth $600 or $700 before it is worthwhile to 
actually file suit. Other claimants are settling with uninsureds for 
less than their claims are worth because they don’t want to go 
through the red tape of processing the claim through the fund. 
All of these problems are beginning to emerge as some of the prac- 
tical difficulties in the operation of this law. 

It is difficult to determine how long this situation will last. 
Certainly, the insuring public of New Jersey is becoming increas- 
ingly aroused as evidenced in newspaper clippings and editorials 
and opinion surveys. 

A sample survey of the opinion of policyholders of mutual in- 
surance companies in New Jersey and of the memberships of five 
New Jersey automobile clubs revealed that 96 per cent were in 
favor of the Equal Responsibility Law which would require all 
motorists to be insured or otherwise financially responsible. This 
survey and others made in New Jersey reveal that the people feel 
the adoption of some form of compulsory insurance is the only 
adequate answer to the automobile problem. 


Compulsory Automobile Liability Insurance 


To make the picture complete one cannot ignore the alterna- 
tive of compulsory insurance and the arguments made in opposi- 
tion to it. In favor of compulsory insurance it can be said that it 
is the ultimate and logical consequence of the adoption of the 
financial responsibility law. It is a natural conclusion that if the 
problem is created by uninsured motorists, the solution, if one is 
needed, is to require those who operate their automobiles to be- 
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come insured or otherwise financially responsible. Any other ap- 
proach is an indirect, backdoor method which does not meet the 
problem squarely. 

The many objections that have been made to compulsory in- 
surance arise out of its history and development in Massachusetts. 
The real danger and threat of compulsory insurance has not been 
in the principle of compulsion itself. The public, the legislatures, 
and the courts are nearly unanimous in agreeing that a license to 
operate an automobile is not a right, but a privilege and, therefore, 
subject to regulation. To whatever extent the use of the automobile 
is regulated, to that extent the system is compulsory. As pointed 
out earlier, the security responsibility laws were compulsion of a 
sort, persuasive to those not as yet involved in an accident, but 
compulsory to those who were. The important element is how the 
compulsion is to be applied and to whom. The unsatisfied judg- 
ment fund coerces the responsible insured motorist to pay for the 
irresponsible motorist. This is compulsion of the worse sort. 

The main danger of compulsory insurance then lies in the prac- 
tical problems arising out of its implementation. It might be well 
to attempt to segregate the wheat from the chaff in the arguments 
concerning this proposed solution, although time does not permit a 
complete discussion of all issues. It was once stated that a compul- 
sory insurance law would not apply to out-of-state drivers, beyond 
the boundaries of the state, to accidents occurring off the public 
highways, to guest occupants, nor to property damage accidents. 
The compulsory bill that was adopted in New York shows that 
these arguments are specious. 

There are objections to compulsory insurance legislation which 
appear to have merit, depending on what is sought from such a 
law. It is true that it is a difficult problem to make compulsory in- 
surance applicable to nonresident drivers. For those who demand 
that the gap be completely airtight there cannot be in adequate 
answer. To those who are attempting to find a practicai solution to 
this social problem, it is realized that the effectiveness of this law 
will be such that it will reduce the number of financially irresponsi- 
ble motorists to a point where the problem is no longer a social 
one requiring government intervention. The same argument is ap- 
plicable to the noncoverage of the wilful violator who drives with- 
out insurance or the hit-and-run driver. Again, the purpose of the 
law is not to close completely all gaps, which it is practically im- 
possible for any law to do, but to minimize what may be recog- 
nized as a social problem. 

In Massachusetts this so-called gap has not been a problem. 
The reason for it being talked of so much now is that those who 
are critics of compulsory insurance have pointed this out as one 
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of its fundamental weaknesses. Yet these same critics have no hesi- 
tation in advancing their solution to the problem, such measures 
as strengthening the financial responsibility laws, impoundment 
laws, uninsured motorist and other coverages—all the while con- 
veniently overlooking the fact that their proposals likewise fall far 
short of closing all the gaps. These arguments against compulsory 
insurance will only serve to make legislatures conscious of a relatively 
minor aspect of the problem. The net result will probably mean the 
passage of both a compulsory insurance law and an unsatisfied 
judgment fund to fill the small remaining gap. 

Perhaps the strongest and the only logical argument that can be 
made against compulsory insurance is the possibility that it will 
lead to political rate-making and state interference in insurance 
operation. Many believe that through a proper drafting of law 
and an intelligent state administration with a firm desire to avoid 
state interference in the business this result will not follow. The 
bill that was adopted in New York did not change the methods 
in which rates were fixed. It did not interfere with ability of in- 
surance companies to compete in a free market or to devise im- 
preved forms of coverage. It does not curtail protection afforded 
by existing policies, nor did it interfere with or attempt to control 
in any way the remuneration paid to agents and brokers. In no way 
did it put the state in the insurance business. All that it does is 
require motorists to maintain insurance or other evidence of finan- 
cial responsibility. In the provinces of Canada and in New Jersey 
and North Dakota the state has gone further in interference and 
in the control of the automobile insurance function through the 
unsatisfied judgment funds than could possibly be visualized under 
a compulsory insurance law. It is of further interest to note that 
the only state which has tried compulsory insurance and which is 
held up as a prime example of its faults has not adopted state in- 
surance. 

The support of compulsory insurance cannot be taken without 
some degree of apprehension as to possible results. However, the 
time has come for realistic thinking. The insurance industry cannot 
forever stick its head into the sand like the proverbial ostrich and 
ignore public demands for a solution to this problem. Even with 
such apprehension as there may be for compulsory insurance we 
cannot be panicked into going for a solvtion such as the unsatisfied 
judgment fund which carries evils far worse than compulsory in- 
surance and which will not only be a detriment to the insurance 
industry but will not serve the purposes of the public. 

It behooves the insurance industry to seek that type of law 
which will require financial responsibility of all motorists but which 
will at the same time avoid the pitfalls found in Massachusetts. 
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It is believed that New York has gone a long way in doing this 
and that the proposal for an equal responsibility bill is a further 
improvement upon this idea. 

The Equal Responsibility law is an addition and amendment 
to the Safety Responsibility law. The Equal Responsibility law 
makes it a misdemeanor for any motorist to operate his motor ve- 
hicle on the public highways without maintaining some form of 
financial responsibility as provided for by the Act. This type of 
law is the simplest and most expedient means for obtaining the 
desired results and for achieving the highest percentage of insured 
motorists without incurring the danger of state interference or the 
state taking over insurance functions. 

Either the New York type of law or the Equal Responsibility 
iaw will provide effective means of reducing the problem of the 
uncompensated victim to the point where it is no longer of social 
significance. Like safety responsibility laws, but unlike the other 
alternatives offered as a solution, a law requiring the financial re- 
sponsibility of motorists places the burden of compensating vic- 
tims of automobile accidents where it properly belongs. Unlike all 
alternative solutions to the problem, such a law achieves a solution 
by using present-day methods of marketing insurance and without 
change in the method of doing business, thus minimizing the possi- 
bility of state funds to take care of accident victims. 

Such a law encourages the motorist to assume the responsibility 
for the damage he causes rather than to expect to shift that re- 
sponsibility to the state. 

Unlike other alternatives, such a law protects the otherwise 
financially irresponsible motorist from a situation which might be 
financially disastrous by reason of judgments levied against him. 

There is no doubt but that public opinion has expressed itself 
as overwhelmingly in favor of this type of law which would require 
all motorists to be financially responsible. 


Uninsured Motorist Cover 


This discussion would not be complete without some mention 
of the so-called Uninsured Motorist cover which has been pro- 
posed as a solution to this problem. Basically, these coverages 
provide that the named insured and members of his family will 
have coverage against the possibility that they may be injured in 
an automobile accident and be unable to collect a claim or judg- 
ment because the negligent defendant is financially irresponsible. 
The advantage of this solution would be that it is a voluntary one, 
preserving the free enterprise system, eliminating the possibility 
of state funds, and providing protection te the public from finan- 
cially irresponsible motorists. 

Arguments made against this coverage as a solution seem some- 
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what formidable. The coverage will not be universally sold, par- 
ticularly in areas where the percentage of insured motorists is low 
and the cost of the coverage is relatively high. The coverage does 
not protect non-car owning pedestrians nor innocent victims in 
accidents involving two uninsured vehicles. The coverage does not 
cover property damage. From the rating standpoint the introduc- 
tion of this coverage as a part of the liability policy and the use 
of the coverage on an unregulated basis will result in the deteriora- 
tion of existing automobile liability rating procedures. The conflict 
of interest created by the insurer attempting to insure the liability 
of both parties involved in the accident will result in troublesome 
insurer-insured relations. Last, but by no means least, the coverage 
is just another means of having the insured pay for the losses that 
should be paid for by the person causing the accident—the tinan- 
cialiy irresponsible motorist. 
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Disciplined thinking demands at the outset that the problem 
being considered be defined. Let us state the problem as follows: 


“In any given period of time, an ascertainable number of humans 
suffer bodily injury or death because of the negligent acts of motor 
vehicle operators. Some of those motor vehicle operators are un- 
able to respond in damages to those to whom they have a civil re- 
sponsibility because of the bodily injury that has been inflicted. 
What, if anything, should be done because of these facts?” 

If that be a fair statement of the problem, we may then proceed 
to its analysis, separating it into its component parts, assigning a 
priority to each of the component parts in the development of a 
solution, and then consider the advantages and disadvantages of 
each solution proposed. With such an approach, it becomes im- 
mediately apparent that the foundation of the entire problem is the 
human tragedy of maiming, crippling, and killing. If we may pre- 
vent or significantly reduce the extent of what Burns called “man’s 
inhumanity to man,” we have struck at the heart of the problem; 
and perhaps the remaining facts may be classifiable as undesirable 
but, in the entire scheme of things, tolerable. Throughout our con- 
sideration of solutions relating to civil remedies, let us never lose 
sight of the fact that we are talking about matters of secondary 
importance; let us constantly bear in mind that the primary focal 
point of enlightened public opinion should be the creation of an 
awareness of the fact that money is no substitute for life or limb. 

Many approaches to a solution of the civil] remedy aspects of 
the problem have been developed over the years but the ones which 
have received the greatest attention and most detailed study are 
compulsory automobile liability insurance, unsatisfied judgment 
funds, and insurance protection. There have been variations on the 
central theme of each of these proposals but they remain the three 
major approaches to the problem. 


Uninsured Motorist Endorsement 


First let us consider insurance protection. In the state of New 
York the uninsured motorist endorsement was offered in 1955. In 
1956 a broadened form of this coverage became available in most 
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other states under the title, “Family Protection Coverage.” The 
philosophy underlying this form of insurance is that if there is an 
insurable hazard, it is proper that the insurance industry seek to 
develop insurance against the hazard. Accordingly, there was de- 
vised a form of insurance which permits one to protect himself 
and members of his family against financial loss arising out of in- 
jury done to him by an uninsured motorist. It gives to the insured 
the amount to which he is legally entitled frorn an uninsured motor- 
ist who has injured him. It is applicable to accidents happening 
anywhere in the United States or Canada and applies without ref- 
erence to the place of residence of the tort-feasor or his authority 
to use the automobile he was driving at the time of the accident. 
By definition a “hit-and-run” driver is considered to be uninsured. 

Opposition to this form of protection formed about two basic 
considerations. First, there were those who felt that if an insurance 
company sold its customer protection against injury caused by the 
negligence of another, the company found itself in the position of 
profiting by demonstrating negligence on the part of its own in- 
sured thereby creating a conflict of interest. This problem appeared 
to some to be insoluble. In New York, two approaches to this 
conflict of interest problem were evolved. In the form offered by 
the stock insurance companies, provision was made for the sub- 
mission of differences as to liability or damages to arbitration pur- 
suant to the rules of the American Arbitration Association. In the 
form offered by many of the mutual insurance companies, such 
disputes were to be submitted to appraisal. It is unnecessary here 
to go into the differences between the two approaches. It is proper, 
however, to point out that experience under this form has dem- 
onstrated that the conflict of interest problem is not a real one. A 
year after the coverage had gone into effect it was found that under 
the stock company form it had been unnecessary in the adjustment 
of any claim to depend upon the decision of arbitrators to dispose 
of the case. The author has no figures on experience under the 
mutual form. 

The second objection to the uninsured motorist form arose from 
apprehensions that some had concerning the adequacy of the rate 
being charged. Very properly the executives of the insurance in- 
dustry are, as a class, a conservative lot, and some of them were 
reluctant to offer this new form of coverage for a price which was 
the equivalent of something less than the cost of a cup of coffee 
per month for each individual protected. Experience based on a 
year of operation substantiates the belief that this coverage can be 
offered at a price within the means of almost any one. 

Additionally, there were those who advanced the argument that 
to solve the problem in this way was to saddle the cost on the 
wrong person. This writer could never understand that argument. 
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No benefit under the coverage accrues to the uninsured motorist. 
The benefits provided the insurance buyer greatly exceed any 
benefits which could flow from a legislative remedy. There is no 
impropriety involved in asking one to pay for that kind of pro- 
tection. 

An unfortunate major division of opinion within the industry 
that manifested itself at the time the coverage was first offered 
should be noted. Representatives of the American Mutual Alliance 
sought to prevent the approval of the coverage by the Insurance 
Department in the State of New York. The president of the Alli- 
ance was publicly critical of the offering. With the passage of 
months, the position of the Alliance seems to have changed. In a 
statement made in the Spring of 1956, a representative of this group 
commented favorably on the coverage; and the rating organization 
to which American Mutual Insurance Alliance members belong in 
the State of New York has recommended revisions in its contract 
which would remove certain differences which existed between the 
forms as they were originally offered. 

One limitation of the value of the form as it is presently offered 
must, in all candor, be admitted; it has been made available only 
as an endorsement to automobile liability insurance policies with 
the result that all members of the public may not buy the form. 
This limitation grew out of the administrative and marketing prob- 
lems incident to making it available at a proper price to members 
of non-car owning families. The industry has continued to seek 
ways to extend this protection to all who desire to have it, and 
there is reason to believe that a method will be forthcoming in 


the near future. 


Unsatisfied Judgment Fund 

Another approach to the problem has been the unsatisfied judg- 
ment fund. Such funds have been in existence in several provinces 
of Canada and in the State of North Dakota for a period of years. 
Of shorter duration has been the existence of a fund in the State of 
New Jersey. In essence, it is a method whereby a fund is estab- 
lished for payment of claims which qualified injured persons may 
have against uninsured motorists. 

The principal objection directed to this approach to the problem 
is born of the fear of some that once such a fund is created it is a 
simple legislative matter to convert it into an insurance writing 
fund competing with insurance companies. The objections of those 
who hold those fears cannot be brushed aside lightly. Admittedly, 
it injects government directly into the field of dispensing monies to 
injured persons, a situation which is not the most desirable from a 
political standpoint. However, in no jurisdiction in which such a 
fund exists has there yet been any significant pressure to convert 
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the fund into an insuring operation. It should also be noted that 
such funds cover only accidents which happen within the state. 
There can be no protection for its citizens who are injured outside 
the home state. The great advantage of the fund is that it is able 
to provide protection to all of the qualified people of the state. 
There remains no problem of people who would evade law, no 
problem of injury caused by out-of-state motorists, no problem of 
injury caused by hit-and-run drivers, and no problem of accidents 
caused by people operating without the permission of the owner 
of a vehicle. 


Compulsory Automobile Liability Insurance 


Now, as to the third approach. The alleged solution to the prob- 
lem which has received the greatest attention is compulsory automo- 
bile liability insurance. Nearly 30 years ago the State of Massachu- 
setts enacted a compulsory automobile liability insurance statute. 
There are those who today would say that any legislation which in 
its provisions differs significantly from the Massachusetts law should 
not be called a “compulsory liability law” but should be called by 
some other name. As new names are advanced, we find ourselves 
in the semantic morass which is inescapable when different words 
are used to convey the same thoughts. Let us try to avoid that diffi- 
culty here by defining as “compulsory” any statute which, by the 
application of civil or criminal sanctions, exerts such pressure upon 
our society that its members may violate the statute only at the risk 
of being deprived of highly important rights or privileges. A law, 
therefore, which says, “You are not required to show evidence of 
insurance as a condition precedent to the operation of a vehicle; 
but if you are apprehended operating the vehicle without insur- 
ance, you will be put in jail,” is as much “compulsory” as one which 
says you may not drive until you have first exhibited evidence of 
insurance. Call it “equal responsibility,” “misdemeanor plan,” or 
anything you will; but recognize that it is a compulsory insurance 
statute. Realize that the sanctions are such as to make certain con- 
sequences certain. 

Many objections te compulsory automobile liability statutes 
have been advanced and are well known to the readers. Therefore, 
there will be no discussion of what some have described as “peri- 
pheral deficiencies.” These include the inability of any compulsory 
liability insurance statute to provide protection against out-of-state 
motorists, operators of stolen vehicles, and hit-and-run drivers. The 
more fundamental objections will be discussed here. The first in- 
volves a relationship between business owned by the public of 
this nation and the institutions of government. Much of the 
strength of this nation has arisen from the interplay of competitive 
forces operating on the principle that the competitor most likely 
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to succeed is the one who offers to the buyer the best product for 
his dollar. The author knows of no instances in which that com- 
petitive field has been invaded by government in which the public 
has not sooner or later suffered. How does the matter of competi- 
tion between government and publicly owned business arise out of 
the compulsory automobile problem? 


Pressure for a State Fund 


Public highways are owned by the people; their tax money 
builds the highways, their tax money maintains the highways. If 
you are to say to the people of the state, “You may not use your 
highways unless you carry insurance,” there immediately arises the 
question, “Who is to provide the insurance?” In most jurisdictions, 
the only market which exists today is the very closely regulated and 
supervised market provided by the insurance industry. That indus- 
try can exist only so long as there continues to operate freely that 
phenomenon known as underwriting judgment. Just as a lending 
institution can exist only so long as it may decide who shall be the 
recipients of its loans and who shall be denied its credit facilities, 
so an insurance institution can exist only so long as its underwriters 
are free to decide whom they shall insure and whom they shall 
decline to insure. 

As soon as a compulsory avtomobile liability statute is enacted, 
you come face to face with the fact that because the standards 
employed in the granting of drivers’ licenses are, in fact, quite 
different from the standards employed in determining the accept- 
ability of an individual as an insurance risk, there are many drivers 
on the highways today whom no sensible underwriter would in- 
sure. What are you going to do about these drivers if a compulsory 
law is passed? The question cannot be considered in a political 
vacuum. It must be examined in the light of known political prac- 
tices. Are the elected officials of the state going to say to the people, 
“Yes, your money builds the highways, your money maintains the 
highways, freedom to operate a vehicle is highly convenient and 
may be essential to your livelihood but the decision as to whether 
you shall drive—and on your own highways—will be made by an 
underwriter sitting in Hartford or Boston or New York or Phila- 
delphia or Baltimore or some other city”? The question answers 
itself. Few elected officials are going to say to their constituents, 
“If you can’t get insurance, it’s just too bad.” On the contrary, they 
will do what they have done in other jurisdictions. They will de- 
mand that insurance be provided for all who may drive. If the 
insurance industry declines to provide for all, then the foundation 
will be laid for the legislators to follow the only alternative course 
of action, to put the state in the insurance business. 

You are probably saying: “This has not happened in Massachu- 
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setts; why should it happen elsewhere?” First bear in mind that as 
a practical matter insurance companies doing business in Massa- 
chusetts have provided insurance for virtually anyone who wanted 
it and have lost millions of dollars. Only because the companies 
have been able to operate under different conditions in other 
states have they been able to carry on as long as they have in the 
State of Massachusetts. Secondly, the Supreme Court of Massa- 
chusetts was asked by the Legislature for an advisory opinion on a 
bill intro?ced in that state which would have provided for the 
creation ©. a state fund writing automobile insurance. The Supreme 
Court of Massachusetts told the Legislature that such a law would 
be unconstitutional in that state. But no such constitutional barrier 
exists in many other states. In some jurisdictions the state is already 
writing certain forms of insurance. 

There may be some asking the question: “Is there any evidence 
that pressures for the entry of the state into the business are arising 
in New York?” Twelve months agu it would have been possible to 
say, “You cannot expect these pressures to arise until the law has 
been in operation a reasonable length of time.” Today, although 
the law is effective only with 1957 registrations, the pressures have 
arisen. In fact, they arose within less than 90 days after the bill 
had been signed and six months before it became effective. By 
way of illustration, refer to developments in the Automobile As- 
signed Risk Plan in New York State. As is true in most such plans, 
there is an eligibility section which is stated in a negative way. It 
provides, “A risk shall not be entitled to insurance nor shall any 
subscriber be required to afford or continue insurance . . . . when 
during the immediately preceding thirty-six months the applicant 
or anyone who usually drives the automobile has been convicted or 
forefeited bail more than once for any one or once each for two or 
more of the following offenses.” There then follows a list of such 
offenses, such as driving while under the influence of intoxicating 
liquor or narcotic drugs, driving at an excessive speed where in- 
jury to person results thereform, operating during a period of revo- 
cation or suspension of registration or license, operating without 
the owner's authority, permitting an unlicensed person to drive, 
making false statements in the application for license or registration, 
failing to stop and report when involved in an accident, and com- 
mitting a homicide or assault arising out of the operation of the 
motor vehicle. Bear in mind the law does not say that such a person 
may not drive; it says he shall not be entitled to insurance under the 
Assigned Risk Plan if within a period of 36 months he has been 
convicted twice for the offenses listed. 

New York’s compulsory law was signed in April. Before the full 
heat of summer had arrived the Insurance Department had asked 
the Board of Governors of the Assigned Risk Plan to reduce the 
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period within which convictions made the guilty person ineligible 
for insurance from 36 months to 18 months. To justify the request, 
the insurance industry was informed that the pressures for a state 
fund were growing and that it was feared unless the eligibility re- 
quirements were reduced a state fund might well come into being. 
Fortunately, the Department has agreed to defer further considera- 
tion of that request; but the pressure is there and the threat hangs 
over the head of industry. It is interesting to note that if the above 
request is acceded to, we shall find ourselves in this strange situa- 
tion; assuming that our courts give not maximum but median 
sentences for some of these offenses, an operator will be eligible for 
insurance under the Assigned Risk Plan before he is eligible for 
parole from the penitentiary. 

Another problem arose within six months of the time the 
New York bill was signed. A number of migrant farm laborers enter 
the State each year. As a class, these people fall in the lowest 
economic bracket. Many have no permanent address so that it 
is impossible to determine anything of value about their characters. 
Often they are driving vehicles which could not possibly comply 
with any reasonable safety standards. The Assigned Risk Plan was 
called upon to accept those people for insurance. Even though they 
are not residents of the state and even though they would not meet 
the underwriting standards of any responsible insurer, the insur- 
ers were told that if they did not accept them legislation wou'd be 


sponsored creating a state fund. These are not examples of the 
pressures which might arise. These are pressures which have al- 
ready arisen and are already subtly altering the course of the in- 
surance business in the State of New York. 


Political Rate Making 


The second fundamental consideration in respect of any com- 
pulsory automobile liability law is the inescapable precipitation of 
the determination of rates into the arena of raw politics once such a 
law is enacted. The history of the political pressures brought to 
bear upon the rate-making processes in the State of Massachusetts 
is perhaps one of the country’s outstanding examples of the will- 
ingness of some people in public life to sacrifice ethics and sound 
business practices on the altar of political expediency. When this 
matter was called to the attention of the legislators of the State 
of New York they replied in substance, “That may happen in Massa- 
chusetts but it would not happen in an enlightened state such as 
New York.” As an example of the industry’s thoughts on this sub- 
ject, the following testimony was given before the New York State 
Joint Legislative Committee considering this problem in November 
of 1955. “Can you conceive of our people in public life being vastly 
different from those in public life in the State of Massachusetts? 
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Can you conceive of the gentleman campaigning in the northern 
part of the Bronx three blocks away from a territory in which in- 
surance rates are lower than in his district and can you conceive 
of his not saying, ‘Send me to the Legislature and I will see that 
the rates are where those of the neighbors up the street are’”? Was 
the forecast of that witness accurate? In this Fall's election, all 
seats in our Legislature were being filled. Now let us refer to an 
Associated Press dispatch dated Albany, New York, September 10, 
1956: 

“A Bronx Assemblyman today urged Governor Harriman to 
investigate recent increases in automobile insurance rates. Enzo 
Gaspari, Lemocrat of the 11th Assembly District, told the Governor 
that since compulsory insurance and automobile inspection take 
effect next year, he felt that rates should have been decreased rathey 
than advanced. . . . ‘Once and for all,’ Mr. Gaspari said, ‘we should 
get to the bottom of this automobile insurance rate mystery and 
determine why rates continue skyrocketing with Bronxites and other 
New Yorkers bearing the brunt of swollen premium loads’.” Not 
only was the witness correct in his forecast; he even predicted the 
legislative district in which the pressure would arise. The only 
thing that surprised the witness was that the political pressure on 
rates began even before the bill became effective. 

And lest there be those who think that political pressures are 
generated by one political party only, it should be pointed out that 
at about the same time our Democratic friend was raising the rate 
issue, twenty-five New York City Republican candidates for the 
legislature adopted a legislative program in which they announced: 
“We pledge to lend all the influence of our legislative position to 
help bring about concerted action by the insurance companies to see 
that those drivers of five or more years without an accident get a 
safety refund on their premiums.” It seems unlikely that any of 
these 25 persons consulted any competent actuarial source to deter- 
mine the implications of such a program. 

Reason and experience suggest that as surely as night follows 
day, pressure for the entry of the state into the insurance business 
and the exertion of political pressures on the rate-making machin- 
ery follow the enactment of a compulsory automobile liability 
statute. It is this writer’s deep conviction that it has never been 
established that the economic loss caused by financially irresponsi- 
ble motorists is so great as to justify undermining the foundations 
upon which the insurance industry is built. 


Summary 
Let us compare the three approaches. The scope of protection is 


certainly greatest under the family protection coverage and most 
limited under a compulsory automobile liability statute. The likeli- 
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hood of the state’s entering the insurance field in competition with 
publicly owned companies is certainly least under the family pro- 
tection coverage and greatest under a compulsory statute. The 
probability of insurance rate making being subject to the evils of 
political pressures is certainly least under the family protection 
coverage and greatest under a compulsory statute. On any com- 
parison employing the usual standards of evaluation of business or 
social proposals a compulsory automobile liability statute runs a 
poor third in a field of three. 

But perhaps of even greater importance to the general welfare 
of the people is the moral implication of the arguments of the pro- 
ponents of compulsory automobile liability insurance. As sug- 
gested at the outset, the origin of the problem lies in injuries to 
the bodies and minds of people. The proponents of compulsory 
automobile liability insurance have rarely devoted the energy to 
attacking the problem at its source that they have to palliative 
measures. They have said to the people in effect: “Pass a law which 
requires people to be insured and your problems are solved.” No 
less an authority than the New York Times published an editorial 
in April of 1956, following enactment of a compulsory law in New 
York, in which it discussed the new law. It captioned the editorial 
“Roads Made More Secure” and opened the discussion by saying, 
“The New York motorist and pedestrian will venture out on high- 
ways and streets with greater security. . . .” This is typical of the 
thinking which has been advanced to the people. This is an insidious 
opiate lulling the people into an unjustifiable sense of security. This 
author wants no part of any proposition which will contribute to 
the distraction of our people from one of the great tragedies of 
our times, the refusal to face up to the wanton killing and maiming; 
the continued bloody business on our highways attributable only to 
the fact that it is politically inexpedient to revoke the driving privi- 
leges of those who offend us. 
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Proposals to minimize or resolve the uninsured motorist problem 
have evoked pronounced differences of opinion among ‘nsurance 
executives. Some variance in point of view exists among the com- 
panies within the National Association of Independent Insurers; and 
while there is substantial unanimity on the thoughts included in this 
article, it is possible that a few of the companies represented might 
differ at least in the matter of emphasis. 

The uninsured motorist problem in any given state is usually 
described in terms of the percentage of motorists who do not 
carry liability insurance coverage, or conversely, the percentage of 
valid claims or judgments which go unpaid. Although relatively 
speaking, each of these so-called “gaps” has been steadily dimin- 
ishing over the past few decades, the hue and cry to “do something 
about them” has never been more widespread than in recent years. 
This is not surprising. There are growing pressures at every hand 
for measures aimed at shifting to society at large more and more 
of the everyday risks and hazards the individual has heretofore 
borne on his own shoulders. 

One is the steady chipping away of impediments to establish- 
ment of tort liability. The biggest imroad has been from the spread 
of the comparative negligence doctrine, now in force in France, 
Italy, Germany, Sweden, and England, and six states of the United 
States! Each year brings more bills of this type into the legisla- 
tures. In 1949, they were introduced in only 7 states; in 1955, in 
26 states. Other moves toward broader rules of liability include 
the rapid disappearance of the “impact” rule,? which required some 
physical contact as a prerequisite to recovery for shock and mental 
anguish, and the widening definition of the types of activities 
deemed “ultra-hazardous” or “public nuisances,” where a showing 
of negligence by defendant is unnecessary.* The principle of abso- 
lute liability has been incorporated into some model laws such as 

1 Arkansas, Georgia, Mississippi, Nebraska, South Dakota, Wisconsin. 

2A majority of states no longer require physical impact. In those which 
do, it has come to mean only the lightest contact with the person—-dust in the 
eye, inhalation of a little smoke, etc. 

3 See James, “Inroads on Old Tort Concepts,” 14 NACCA L. J. 226. 
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the Uniform Aeronautics Act, and its extension to the automobile 
field is being urged with renewed vigor by some writers.‘ 

A concomitant trend is the upsurge in damage awards. Be- 
tween 1940 and 1955 the average jury verdict for plaintiff in the 
New York Supreme Court increased some 230 per cent,* outstrip- 
ping the general inflationary spiral* more than two and one-half 
times. Verdicts of $100,000 for partial disability and $400,000 for 
total disability of middle-aged workers in the reiatively low income 
groups have been awarded.’ The non-wage-earning housewife has 
now invaded the $100,000 verdict bracket for injuries* and the 
$300,000 bracket for death.® 

Particularly significant is the extent to which damage awards 
now include intangible elements such as pain and suffering and 
emotional distress. Some of the elements now considered are nerv- 
ousness, change of personality or attitude toward others, embarrass- 
ment and humiliation, and fear of paralysis or death.1° Another 
item that. should be heard about more often is “deprivation of 
normal pursuits of happiness.” 11 Damages recovered in some cases 
for pain and suffering are startling. A New York jury recently gave 
$6,560 for 48 hours of pain; !* a Federal District Court jury, $40,000 
for 10 hours of pain; '* and a California jury, $20,000 for 20 min- 
utes of suffering.’ 

It is only natural that the trend toward a broader base of lia- 
bility and the spiral in damages, aggravated by the rising accident 
toll, should be accompanied by a third force. This is a push for 
measures to assure that all or most of the damages suffered by an 
automobile accident claimant can be recovered from some con- 


*See Ryan and Green, “Pedestrianism,” 42 American Bar Association 
Journal 117 and authors cited there. 

5 16th to 2lst Reports of New York Judicial Council; lst Annual Report of 
Judicial Conference of New York. 

® The cost of living (consumer’s price) index increased 91 per cent from 
1940 to 1955. Monthly Labor Review, B.L.S., U.S. Department of Labor, 
March, 1956. 

78 NACCA L.J. 235; 7 NACCA L.J. 224. 

88 NACCA L.J. 236. 

®15 NACCA L.J. 423. 

1° Daniels, “Measure of Damages in Personal Injury Cases” 7 Miami Law 
Quarterly 171 (1952-53). 

“New Wrinkle in Tort Damages,” Miami Beach Bar Association Bul- 
letin, Nov. 1954. 

12 Greenfield v. Novick, et al., Supreme Ct., New York County, N. Y., No. 
10274/1952 (1954). 

13 Naylor v. Isthmian Steampship Co., 94 F. Supp. 422; reversed 187 
F 2d 538, but not on grounds of excessiveness. 

4 Miller v. Southern. Pacific Co. (Calif. Dist. Ct. of App., 1953) 256 
P 2d 603. The court said the jury award could also have been justified as based 
on loss to the surviving children of decedent’s care, attention, etc. 
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venient, solvent source such as an insurance company or a state 
fund. And so the uninsured motorist problem has come to assume 
a position of great prominence in the minds of many legislators— 
greater prominence, sadly enough, than the awesome traffic acci- 
dent nightmare itself. 


Safety Responsibility Legislation 

What means are available to reduce the proportions of this 
problem? Modern safety responsibility laws can be effective in this 
direction. Unfortunately, administration of these laws has varied 
greatly from state to state. To those states where a substantial seg- 
ment of the motoring public remains uninsured, NAII has recom- 
mended, as a first step, tightening up of these laws and their appli- 
cation. Addition of a provision for impoundment of uninsured 
vehicles, somewhat similar to the laws in force in four of the 
Canadian provinces, has also been recommended. 

With these steps, accompanied by a hard-hitting publicity cam- 
paign on the part of insurers, a ratio of at least 95 per cent of 
insured vehicles should be achieved and maintained in most states. 
This was demonstrated in New York where Motor Vehicle Bureau 
figures show that in excess of that percentage of the motorists were 
insured during 1955 and the preceding four years. Admittedly, a 
small part of this result was attributable to the existence of a New 
York law requiring minors to carry insurance. On the other hand, 
New York did not and does not have an impoundment law, which 
would probably have made the insured ratio slightly higher. 

A ratio of 95 per cent insured motorists does not mean that 5 
per cent of the valid claims involving resident defendants go un- 
compensated. A substantial number of the accidents with uninsured 
motorists furnish no basis for claim, either because of lack of fault 
on the part of the defendant or because of contributory negligence 
on the part of the injured person. And many of the remaining 
claims where liability does exist are paid by the defendants out of 
their own funds in order to avoid forfeiture of license privileges. 
In 1955, over 5,000 persons deposited a total of $1,248,000 in secur- 
ity under the New York Safety Responsibility Law. 

It is therefore feasible through the medium of a safety responsi- 
bility law to reduce the incidence of valid but uncollectible claims 
to something well below 5 per cent. To those who do not look to 
the government for elimination of all daily hazards, this seems a 
laudable accomplishment; but it does not appear to satisfy some 
legislators or public officials. The very fact that the theoretical 
100 per cent mark is so near only whets their appetite for press- 
ing on. 

Two choices then remain. One possibility is to provide means 
for direct indemnification of the few valid but uncollectible claims 
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that will still arise against uninsured motorists. The other is iv 
replace persuasion with compulsion as a means of inducir.g motos- 
ists to insure 


Comprlsory Automobile Liability Insurance 


Three y ‘ncipal forms of compulsory insurance laws have mani- 
fested themseives. The 30-year old Massachusetts law requires alli 
motorists to file a company certification of insurance at time of auto- ‘ 
mobile registration. Only bodily injury liability coverage for acci- . 
dents on public ways within Massachusetts is required, in %5,000/ ’ 
$10,000 limits. Pulicies are absolute and must be coterminous with 
the vehicle registration period. All rates are fixed by the State in- 
surance Commissioner yearly. 

The New York Motor Vehicle Financial Security Act, which be- 
came effective January 1, 1957, differs from the Massachusetts law 
in these major respects: A company certificate of insurance is re- 
quired only on initial registration of a vehicle; thereafter, the regis- 
trant’s personal certificate suffices. The policies are not absolute—at 
least not for the time being—and they need not be coterminous 
with the registration period. The Act does not provide for state 
rate fixing. Policies meeting the requirements of the Act must 
cover both bodily injury and property damage with $10,000/ 
$20,000/$5,000 limits and must apply anywhere in the United 
States and Canada. In other respects, too, they are broader than 
the statutory Massachusetts policy. The New York Act also attempts 
to dissuade out-of-state motorists from entering the state without 
insurance coverage. 

A third form of compulsory proposal that has been suggested is 
the “equal responsibility” law. It would dispense with all require- 
ments of filing an insurance company certificate on vehicle registra- 
tion. Instead, the registrant would simply make a personal certifica- 
tion that he has the required coverage. It would impose heavy 
fines, imprisonment, or both for false certifications and for driving 
a motor vehicle not covered by insurance. 


Weaknesses of Compulsory Liability Insurance 


The NAII opposes all forms of compulsory insurance legisla- 
tion. This is so because, first, none of these measures can solve the 
problem at which they are aimed. At most, they can only narrow 
the uninsured “gap” by a few percentage points beyond what can 
be accomplished by insurance company salesmanship plus the per- 
suasive forces of a well administered safety responsibility law and 
an impoundment law. For example, a 4-months test check of New 
York Bureau of Motor Vehicles records in 1955 showed that not- 
withstanding the existence of a compulsory insurance law for 
minors, 2 per cent of the minor-driven cars involved in accidents 
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causing bodily injury and death were uninsured."* In addition, a 
compulsory law fails to protect against hit-and-run drivers and un- 
insured non-residents. 

What positive evils are inherent in any compulsory law? First, 
they cause the motoring public to think of automobile insurance 
premiums as a tax upon the privilege of driving. The motorist will 
tend to look to the state to make sure he can get coverage at no 
higher price than he thinks he should pay. As a result, insurance 
rates and classifications provide a never-ending source of ammuni- 
tion for politicians who are looking for issues upon which to keep 
their constituents aroused. To those who try to shrug off the Massa- 
chusetts experience of 30 years of political turmoil as the product 
of minor peculiarities of that state’s law it may be said: Shamefui 
political orgies of the type witnessed in Massachusetts would not 
be endured year after year by a citizenry imbued with a healthy 
attitude toward insurance. Something there has planted and nur- 
tured a deep-seated resentment toward insurance companies which 
has made possible all that has followed. 

Could that something be the fact that rates are state-made? 
Hardly, for other states, such as Texas, have fixed automobile insur- 
ance for years without it having been made a significant political 
issue. Could it be the fact that rates are set once yearly? This may 
have aggravated the situation slightly, but it cannot begin to 
account for the singular, almost psychotic preoccupation of the 
Massachusetts Legislature with automobile insurance rates for three 
decades—producing over 880 pieces of legislation on the subject! 
No, it has been the substitution of compulsion for persuasion, and 
not superficial statutory trappings, that has triggered the Massa- 
chusetts holocaust. And it is believed firmly that the same fate will 
befall other states which adopt any law, however drafted and 
labeled, which makes insurance coverage a mandatory prerequisite 
to the privilege of driving. Agitation has already started for in- 
jecting rate making into politics in New York. 

Some may ask: How can these evils flow from a law which 
simply boosts the ratio of insured motorists a few percentage points 
above the level attainable under a safety responsibility law? They 
lose sight of the fact that the sanctions of a compulsory law operate 
on all the motorists, not just the additional few it brings into in- 
sured ranks. It is the entire public which is kept constantly aware 
that insurance premiums are in effect an additional fee upon the 
privilege of using the highways. 

Some may also ask: Why should the coercive force of a com- 

15 Testimony of Mr. Henry Moser, Vice-President and General Counsel, 
Allstate Insurance Company, November 1955, before the N. Y. Joint Legisla- 
tive Committee on Unsatisfied Judgment Act and Compulsory Automobile In- 
surance, Transcript of Proceedings, p. 183. 
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pulsory law create a different public attitude from that caused by 
the persuasive force of a safety responsibility law? It might be 
asked in turn: Why is there often a difference in attitude between 
persons who are involuntarily drafted into peacetime military serv- 
ice and those who are persuaded to enlist? Between the attitude 
of American citizens upon being taxed to subsidize hungry Euro- 
pean peoples and the attitude of those same citizens upon being 
persuaded to send CARE packages? Between the attitude of a 
newspaper editor toward having his utterances censored in advance 
as compared with being permitted to utter them freely but with 
the knowledge that he may be sued if they are libelous? In each 
case, though the end objectives are similar, the choice of means 
produces decidedly different reactions. 

Another ill that inevitably accompanies a compulsory law is a 
sharp increase in claim frequency and severity. Injured persons 
naturally assume that everyone is insured. Claim padding and 
collusion are stimulated. 

A precedent recently established by the South Carolina Su- 
preme Court '* could seriously aggravate this tendency. The court 
permitted the plaintiff in an action against a motor common carrier 
to state in his complaint the full amount of defendant’s bodily in- 
jury coverage ($50,000) even though the statutory requirement was 
only $5,000. Said the court: 


“There is no real hardship upon the respondent insurer 
(American Indemnity) because its premium must have been 


based on the a coverage. On the other hand, it would be 


unfair to plaintiff-appellant (Dobson) to deny her the full bene- 
fit of the policy which has been provided by law for her protec- 
tion. The fact of it is admissible in evidence and the amount of 
the policy may be said to be a part of the fact . . . it ought not 
to be concealed.” 
This same line of reasoning might easily be applied to private 
motorists under a compulsory law. 

Excessive claim frequency and high verdicts form one of the 
major reasons why automobile liability insurance rates in Massa- 
chusetts cities are far above the national average for cities of com- 
parable size and traffic conditions, and higher than many other 
cities of much greater population. For example, the automobile 
bodily injury rate for Class 1 (non-business use) in Boston is $80 
for $5,000/$10,000 limits. The Class 1 rates for the same limits in 
Cleveland, Ohio, whose population is larger than Boston, are from 
$23 to $33. Worcester, Mass. has a $61 rate as compared to a $17 
to $25 rate in Cincinnati which has over twice the population. 
Lawrence, Mass., 81,000 population, has a $45 rate as compared 

%6 Dobson v. American Indemnity Co., 87 S. E. 2d 869, 227 S. C. 307 
(1955) per curiam opinion. 
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with a $16 to $24 rate in Springfield, Ohio with 92,000 population. 

The Ohio figures in the foregoing comparisons are rates for 
bodily injury protection provided under the standard provision 
automobile policies in general use in Ohio and other states. The 
Massachusetts rates cited are for comparable coverage, which in- 
cludes not only the narrow statutory policy but also the additional 
coverages that would be necessary to bring that policy into parity 
with the standard provisions policies. 

High as the Massachusetts rates are, they are still not adequate 
from the insurance company standpoint. The following news item 
appeared in the September 18, 1956 Journal of Commerce: 


“Turning down the insurance companies’ appeal for rate in- 
creases of nearly 25 per cent, Insurance Commissioner Joseph A. 
Humphreys of Massachusetts announced today that his 1957 
compulsory automobile insurance rates will be the same as 
those for 1956, except for a 50 cent increase car to make up 
for the loss of demerit surcharges outlawed by the Legislature. 

“With rising losses making the present rates inadequate, in- 
surance companies plan to appeal to the Supreme Court if the 
Commissioner does not grant a substantial increase for 1957, 
company spokesmen said. . . . 

“With his Republican party facing a battle at the Massachu- 
setts polls in November, Commissioner Humphreys is in a tough 

t politically. Publication of reports that loss experience in- 

icated an increase of at least 20 cent in the 1957 rates 


brought a storm of protest from legislators, and Democrats 
prepared to make the increase a major —— issue. 


State House reports indicate that Republican politicians 
have been exerting pressure to hold the rates down, even at 
the risk of precipitating a very tight market for compulsory 
insurance at the year-end. The rates will be announced before 
election, however, and the tight market will not be experienced 
until later.” 

This type of situation is nothing new in Massachusetts. Caught 
between the downward political pressure on rates and the upward 
push of loss experience, some companies have gone insolvent and 
others have withdrawn from the state. That the remaining com- 
panies have not followed suit is due principally to the fact that they 
have been able to recoup some of the losses they suffer on the 
statutory automobile policy from other automobile coverages and 
lines on which rates are not fixed by the state. 

This relentless pressure to which companies are subjected un- 
der a compulsory law causes the destruction of competition and 
initiative and the stagnation of progress in development of forms 
and coverages. It is feared that this will lead ultimately to com- 
plete usurpation of the automobile insurance business by a state 
fund. Why has a state fund not risen in Massachusetts? The answer 
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is two-fold. First, the private insurers have continued to write 
automobile business. Secondly, there has always been considerable 
doubt as to whether the Legislature has authority under the Massa- 
chusetts Constitution to establish a state fund. The first of these 
saving graces has been virtually eliminated in the New York Com- 
pulsory Law with its broad scale compulsory policy covering both 
property damage and bodily injury. The second is also absent in 
most states outside Massachusetts. The eventuality of a state fund 
therefore looms as a threat of alarming proportions. 


Unsatisfied Judgment Funds 


Because it appears that compulsory insurance measures cannot 
close even the small gap left under an effective safety responsibility 
law, and because they entail many dangers, several states and 
Canadian provinces have instead enacted unsatisfied judgment 
fund laws as a supplementary measure. Of these, the most ad- 
vanced form is the New Jersey Law. This law became fully opera- 
tive April 1, 1955. It originally provided for a special registration 
fee of $3 for uninsured vehicles and $1 for insured vehicles and 
an assessment of one-half of one per cent against net direct written 
automobile insurance premiums. However, early in 1956 it was 
amended to remove the $1 fee on insured vehicle registrants and to 
increase the fee for the uninsured from $3 to $8. The New Jersey 
fund provides bodily injury and property damage coverage for all 
accidents occurring within New Jersey, including those involving 
non-resident defendants and hit-and-run accidents. Generally 
speaking, uninsured motorists are not eligible to recover from the 
fund. Limits are $5,000/$10,000/$1,000, with a $200 deductible. 
Collection of assessments to support the fund is made by the state. 
Investigation and defense of claims against the fund are handled by 
the insurers at their own expense. Over-all administration of the 
fund is handled by a board consisting of the Director of the Divi- 
sion of Motor Vehicles, the Commissioner of Banking and Insur- 
ance, and four representatives of insurers. 

The principal advantage of unsatisfied judgment fund measures 
is that they provide a means of closing the gaps left by either a 
safety responsibility law or a compulsory insurance law. On the 
other hand, it is argued that they could possibly provide an opening 
wedge for state entry into the insurance business in competition 
with or in place of private insurers. (It was to minimize this possi- 
bility that the New Jersey Law provides for an industry hand in 
the management of the Fund.) No trend toward state encroach- 
ment has been observed to date under any of the funds operative 
in the United States or Canada, but it is a possibility that must be 
considered. 

No attempt will be made here to enumerate all the arguments 
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for and against unsatisfied judgment funds. Recent voluntary action 
of the insurance companies themselves has obviated the necessity 
for serious consideration of those measures or for any legislation 
other than strengthening of the safety responsibility laws. 


Uninsured Motorist Coverage 


During the final months of 1956 major segments of the automo- 
bile insurance industry filed on virtually a countrywide basis forms 
to indemnify insureds, their families, and their guests, within statu- 
tory limits, for bodily injury losses caused by uninsured motorists. 
The contracts apply to injuries suffered as a pedestrian as well as a 
motorist, both within and outside the policyholder’s home state. 
Most companies offering this insurance also cover hit-and-run acci- 
dents. It is expected that an insurance policy affording the same 
broad protection will soon be offered to ..on-car owning families. 

This new insurance is known under such names as “uninsured 
motorist” and “family protection” coverage. It is somewhat similar 
to earlier forms of insurance offered by virtually all companies in 
New York and by a few companies in various other parts of the 
country. 

Although the method of rating by the bureau companies and 
some independent companies differs, the annual rates range from 
$3 to $10. 

Uninsured motorist coverage has been criticized as being in- 
equitable in that the cost is borne by the insured motorist. But 
under a compulsory law the insured motorist would bear costs and 
burdens, both direct and indirect, far exceeding the nominal price 
of this coverage. And he would receive less protection. It is also 
pointed out that this coverage can be offered at moderate prices 
only so long as a fairly substantial percentage of motorists carry 
liability insurance. This has never been denied. The new cover 
was not offered as a substitute for existing safety responsibility 
laws but as an adjunct to them. However, the percentage of motor- 
ists carrying liability insurance need not be as high as 90 per cent 
for this cover to be feasible. The ratio in many states where it is 
offered is far below that. 

Another criticism is that conflicts of interests will arise between 
insurers and their own policyholders under the new endorsements. 
In anticipation of this possibility the forms commonly provide that 
the parties shall determine by agreement the questions of whether 
the insured is legally entitled to recover from the uninsured third 
party, and if so, the amount of damages. On failure to agree, the 
issues are submitted to arbitration. This procedure, if handled in- 
telligently by claims personnel, should be successful in preventing 
adverse policyholder reaction in virtually all cases. No significant 
problem has arisen along these lines in New York where uninsured 
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motorist coverage with comparable arbitration provisions has been 
sold by a large number of companies for over a year. 

It is also pointed out that in spite of the best efforts of com- 
panies and agents the new insurance will not be purchased by all 
to whom it is offered. This is to be expected, for no voluntary in- 
surance coverage has ever been universally purchased. Good sales- 
manship is the keystone. One of the largest automobile writers in 
New York has reported that during the first year this coverage was 
available in that state, over 90 per cent of its new policyholders 
purchased the contract. Nearly 99 per cent of its existing insureds 
retained it upon renewal.!7 

The fact that uninsured motorist protection is now widely 
available to motoring families and is expected soon for non-car 
owners should remove the pressures for hasty legislative action. 
This is not necessarily the perfect solution or the last word, but 
the legislatures should give the insurance business a reasonable 
opportunity to prove the merits of its plan. Certainly, lawmakers 
should not stampede toward drastic measures in an effort to cover 
situations where adequate insurance protection is widely available 
at a nominal cost. They should now direct their zeal and energy 
toward traffic safety measures, to prevent those victims from being 
killed and maimed in the first place. And they should permit the 
insurance companies, who must waste valuable time in preoccupa- 
tion with compulsory insurance and kindred forms of legislation, 


to get on with the same important task. 


'7Qn introduction of the uninsured motorist coverage in New York it 
was automatically added to all existing policies, and policyholders were then 
given the option of retaining or cancelling it on renewal. 





MULTIPLE LINE UNDERWRITING— 
RATING METHODS 
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Rating methods for multiple line underwriting are at present 
indefinite and confused. However, principles of rating are emerg- 
ing from the situation and can be discerned. In addition, the his- 
tory of older and accepted multiple line coverages gives indication 
how future rating will develop. 

Multiple line underwriting itself is a somewhat nebulous thing, 
and a definition is necessary in order to avoid digressions in this 
discussion of rating methods. Multiple line coverages are defined 
as those forms which include a mixture of what has been tradition- 
ally casualty insurance with some form of fire or marine insurance. 
Even this definition leaves indefinite areas because of differences 
in state insurance laws as to what constitutes casualty insurance 
and fire or marine insurance. In general, it is considered here that 
casualty insurance consists of any form of third party liability in- 
surance, burglary and theft insurance, workmen’s compensation 
insurance, and some of the miscellaneous coverages such as that 
against loss from water damage. 

Under the above definition, any combination of fire insurance 
with burglary insurance, other than inland marine, would be a 
multiple line coverage. This is also true of any combination of 
third party liability insurance with fire or marine insurance. 

While these divisions are not entirely logical from the coverage 
standpoint, there is much to be said for them from a rating stand- 
point. Fire insurance rating has developed along lines which are 
peculiar to itself. Fire insurance rating methods have been used 
in connection with extended coverage. Inland marine rates have 
been made largely on the basis of the considered judgment of 
seasoned underwriters. While different in many respects from fire 
insurance rating, the basic principle of rating according to the 
judgment of seasoned underwriters is the same. 

Casualty rates, on the contrary, have been made largely on the 
basis of whatever statistical experience could be accumulated. In 
many cases the statistical support for casualty rates has been ex- 
tremely thin, but casualty rate making bodies have placed great 
confidence in whatever statistics they were able to secure. Another 
characteristic of casualty rate making has been the charging of 
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large rating factors for the lower amounts of coverage, with sharply 
reduced charges as the amount of insurance increased. This method 
has been used to some extent with inland marine insurance but 
has not been an accepted part of fire insurance rating. The fire 
insurance rate makers have used the coinsurance principle to ac- 
complish a similar purpose. Coinsurance has not been a substantial 
factor in casualty rate making. 

The ultimate to be desired in an insurance policy would be one 
under which the company agrees to reimburse the insured for any 
loss that he might sustain as a result of an unforeseen occurrence. - 
Unfortunately, as far as the policyholder is concerned, there is no 
such insurance policy available in America today. Insurance com- 
panies, in order to set reasonable limits on their liability, have 
found it necessary to divide and circumscribe the protection which 
is afforded to the insured. The restrictions take two forms. First, 
there is the limitation as to the dollar amount of liability for which 
the insurance company will be responsible, and this limit of liability 
may vary for different hazards. The second limitation is accom- 
plished by specifying the perils which are covered or are excluded 
under the policy. 

The simplest form of multiple line coverage is one that is merely 
a combination of many different elements which can be purchased 
individually in the insurance market. The Comprehensive Dwelling 
Policy is the best example of this type of multiple line coverage. 
Many different individual coverages are made available under this 
group policy. 

The Homeowners Policies, in contrast, are considered to be 
indivisible premium and indivisible coverage policies. While these 
policies also are basically a combination of existing coverages, they 
do go beyond the existing coverages in some respects; and the 
combination is much more closely knit than is the case with the 
Comprehensive Dwelling Policy. 

The commercial and industrial package policies are somewhat 
in between the Comprehensive Dwelling Policy and the Home- 
owners Policies as far as divisibility of coverage and rates are 
concerned. 

Variations in Rating Methods 

An examination of the methods used in rating the various types 
of multiple line coverages now available will be helpful in analyz- 
ing the factors essential in such rating, the factors which are desir- 
able if not essential, and those which the rating bureaus and 
companies would be wise to discard in the handling of future multi- 
ple line operations. 


Comprehensive Dwelling Policy 
The rating of the Comprehensive Dwelling Policy illustrates a 
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common and generally accepted procedure in connection with mul- 
tiple line rating. As mentioned, the Comprehensiv. Dwelling Policy 
is a combination of many different coverages which can be pur- 
chased individually. It does not include any new or untried cover- 
age for which an estimated loading is needed. The principle used 
in rating the Comprehensive Dwelling Policy is to determine the 
rate or premium for each portion of the coverage according to 
the established rules and rates of the rating bureau handling that 
particular type of coverage. For example, the premium for the 
fire insurance portion is determined by applying the rules and rates 
of the fire insurance rating bureau having jurisdiction. The same 
thing is done for each of the various portions which are included 
in the Comprehensive Dwelling Policy. This package is extremely 
flexible and can include any or all of the many different coverages 
which are available under the rules which are filed. 

After the rates or premiums are determined for each of the 
elements in the coverage, then credits are applied in order to give a 
reduction in the premium for the packaging of the coverages. A 
specified minimum number of coverages must be purchased in 
the package if the reduction in rate is to be allowed. For example, 
a Comprehensive Dwelling Pclicy can be written to provide fire 
insurance only, but no reduction in premium would be allowed 
under those circumstances. It is only when the specified number 
and types of coverage are included that the reduction is given. 
The reductions are not uniform for the various types of coverage 
which are included in the package. One percentage of credit applies 
to one type of coverage, and another may apply to another type of 
coverage. However, the principle is that the rates for all of the 
elements in the package are calculated according to established 
rules and rates, and then a credit is allowed for the packaging of 
the coverages. 

Thus we have established one of the fundamental features of 
rate making for multiple line coverages. That is the principle of 
giving considerable weight to the established rates for all of the 
coverages for which there are established rates. In handling a 
package which consists entirely of established coverages, the mak- 
ing of the rate consists of adding together all of the rates, then 
making whatever allowance is considered proper for the fact that 
insurance is sold in a package instead of separately. 


Homeowners Policies 


The making of rates for the Homeowners Policies followed the 
same general plan, with one exception. This is due to the fact that 
the coverage and rate are considered to be indivisible. The Home- 
owners Policies, like the Comprehensive Dwelling Policy, are es- 
sentially combinations of existing coverages which can be pur- 
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chased individually. The principal difference between these forms 
is the fact that the three different Homeowners Policies are con- 
sidered to be units of coverage. The rate for each particular policy 
is n~ computed from individual rates of constituent coverages but 
is ,,uoted in a rate manual according to the amount of coverage 
provided by the entire policy. However, in arriving at the rates 
which were put into the manual, the rate making body took into 
account the established rates for the various elements of coverage. 
Modifications were made in these rates because of the packaging, 
but the rating principle was the same as that used with the Com- 
prehensive Dwelling Policy. 

Here we have established for the two most publicized packages 
of today the principle of taking the rates for the elements of cov- 
erage in the package, adding them together, and then making a 
modification for the packaging of the coverages. A little later 
attention will be turned to the justifications advanced for the re- 
ductions in rates which are allowed for packaging of insurance. 


Commercial Property Coverage 


A different situation is faced by the rate makers when a package 
includes not only existing coverages for which rates are available, 
but also includes a broad form of coverage for which there are no 
established rates. This situation was faced by the drafters of what 
is now known as the Commercial Property Coverage. This is a 
package of coverage for mercantile occupancies. It is entirely a 
property-loss coverage and does not include any liability coverage. 
However, it does include coverage against loss by burglary and 
theft and is considered to be a multiple line coverage. This includes 
protection not only against loss by fire, the extended coverage haz- 
ards, burglary and theft, but also under an “all risks” type of insur- 
ing clause covers many types of loss for which there is no specific 
insurance coverage. It was necessary for the rate makers to add 
together the rate factors for known hazards and established cov- 
erages, and it was also necessary for them to add a rate factor to 
cover the additional hazards insured against under the policy. 

The method used in arriving at the rates for the Commercial 
Property Coverage was to use the fire and extended coverage rates 
as a basis, and without material modification. It was felt that in 
the insuring of mercantile properties under this package there 
would be no substantial difference in the fire loss potential from 
that existing under regular fire and extended coverage policies. 

A material modification was made in the factor for the burglary 
and theft coverage. In fact, the modification was so extensive that 
the rates are far below those which are in effect generally for mer- 


cantile open stock burglary coverage. 
It is well to examine the reasons for this modification of the 
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burglary and theft rates from those in effect for separate burglary 
and theft insurance. It is probable that a similar modification will 
be made in many cases in the future when the rate makers feel that 
existing rates are not in line with the hazards to be expected in 
connection with the package coverages. 

Mercantile open stock burglary insurance has been a minor line. 
The premium volume is a mere fraction of that written by the 
companies for fire insurance, extended coverage, inland marine, 
and other more important types of property-loss coverage. In addi- 
tion, more than half of the premium volume comes from a half 
dozen large cities. In most states that do not happen to encompass a 
large city, the amount of mercantile open stock burglary insurance 
premium is negligible. It appeared, therefore, that the experience 
with mercantile open stock burglary insurance was credible only 
in a few large cities. The rate makers in developing the Commer- 
cial Property Coverage fcllowed the classifications and territories 
which had been used for mercantile open stock burglary insurance 
but drastically modified the rates to a lower figure than had been 
in effect for mercantile open stock burglary as such. It was their 
feeling that the burglary and theft hazard is substantially lower 
in the smaller cities and rural communities than it is in the larger 
cities. This lowering of the burglary and theft rate factor was a 
judgment modification and was not based upon any statistics. 

The drafters of the Commercial Property Coverage were faced 
with the problem of establishing a rate factor for the additional 
“all risks” type of coverage. This coverage had not been written 
on mercantile properties in the past, with a few isolated exceptions. 
There was no experience or statistics of any kind that could be 
used as a basis for such a rate factor. The rate makers necessarily 
used their judgment in establishing a factor to cover the additional 
hazards 


This judgment loading is a part of the rate making procedure 
for many multiple line coverages. It is an essential factor for any 
package which includes coverages not generally sold or which are 
sold under circumstances completely different from those which 
exist when the coverage is sold individually. It is necessarily based 
upon the judgment of seasoned underwriters and undoubtedly will 
be modified from time to time in each case as experience indicates 
how far wrong the underwriters were in estimating the loss po- 
tential. 

There are wide variations in rates under the filings of different 
rating bureaus, and the filings of independent companies, for similar 
coverages. There is nothing wrong with this fact. Judgment factors 
in the rates necessarily vary according to the judgment of the 
underwriters. Experience will show what the proper rate levels 
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are, and the variations now present will lessen as experience de- 
velops. 


Rate Credits under Package Forms 


It has been mentioned above that credits from existing rates 
generally are given for the mere packaging of coverages. There 
are three reasons generally advanced to justify these credit. The 
first reason advanced is the expense saving to the insurance com- 
pany when larger amounts of insurance are purchased under a pol- 
icy. This is comparable to the thinking under which lower rates are 
provided for theft and inland marine types of insurance when larger 
amounts of insurance are purchased. It is also comparable to the 
thinking behind the graduated fire insurance rates filed recently in 
Texas and Florida. The average premium for a Homeowners Policy, 
for example, is in the neighborhood of $200, as compared to an 
average premium of considerably less than $100 for fire and ex- 
tended coverage alone. This justification is based upon the idea 
of credit for wholesale purchases, which is an established part of 
American economic life. 

The second reason which is advanced to justify credits from 
established rates in the packaging of coverages is that the packag- 
ing encourages a higher proportion of insurance to value. A specific 
example of this is the Homeowners Policies. Homeovners Policies 
A and B provide that the amount of insurance on household con- 
tents always is 40 per cent of the amount of insurance on the 
building. Under Homeowners Policy C, the amount of insurance 
on household contents is 50 per cent of the building insurance. 
Surveys which have been made indicate that dwelling buildings 
usually are insured for almost their full value. The requirements of 
mortgagees may be partly responsible for this. Another reason is 
that dwelling owners know approximately what their buildings cost 
and are aware of the insurance needs as related to the building 
values. Contents, on the other hand, ordinarily are bought piece by 
piece. The householder does not realize how much value he has 
accumulated and seldom buys insurance adequate to cover more 
than half of the value. The requirement that the dwelling contents 
insurance bear a relation to the building insurance is believed to 
double the proportion of insurance to value on dwelling contents 
and therefore justifies a credit in the rate for the package. Similar 
examples could be cited in connection with burglary and theft 
insurance on mercantile contents, and in connection with other 
packages of coverage. 

A third justification for reducing the rate for packaging cf cov- 
erages is that it eliminates selection against the insurance company 
for specialty types of insurance. For example, the man who owns a 
dog or who has children that are always breaking neighbors’ win- 
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dows is more likely to buy comprehensive personal liability coverage 
than the man who has no pets or other conditions which make him 
aware of a possible liability to his neighbors. When he buys a pack- 
age of insurance, however, he buys the comprehensive personal 
liability coverage regardless of his own estimate of possible loss. 
The result is a much wider sale of the specialty coverages and a 
lower loss potential in relation to the number of policies sold. 


Rating Trends and Problems 


It can be seen from the discussion thus far that the making of 
rates for multiple line coverages is essentially the adding together 
of rates for known elements in the package, the modification of 
these rate elements to fit the circumstances brought about by the 
packaging, and the adding of judgment factors for unknown addi- 
tional hazards. A question naturally arises as to changes which 
may be brought about in these rates as experience is developed. 
Are portions of the rates likely to be merged further into indivisi- 
ble rates? Will the rates be modified according to experience? What 
statistical treatment can be expected? What deficiencies exist in 
the present rating methods and what improvements can be ex- 
pected in the future? 


Consolidation of Rating Factors 


Some indication of natural trends can be determined by the 
examination of insurance packaging in the past. The best example 
in recent history is extended coverage. When this type of insur- 
ance was introduced in the 1920's, the principal factor used in the 
makeup of the rate was the windstorm rate. Up to that time wind- 
storm insurance had been sold in small amounts and with little 
regard for the insurable value of the property covered. There was 
no credible experience to indicate what would happen if wind- 
storm insurance were carried in the same amount as fire insurance. 
Rates for extended coverage were established on the basis of what 
underwriters and rate makers considered the probable windstorm 
loss would be, with an additional factor to cover what were then 
unknown hazards. Practically no insurance had been written up to 
that time against the hazards of vehicle damage, aircraft damage, 
and the other hazards covered by extended coverage. The rating 
method used was closely comparable to that being used today in 
connection with the new packages. 

Through the years the rate for extended coverage has more and 
more come to stand on its own feet. While windstorm is stil] the 
principal cause of loss under extended coverage, no one today 
thinks in terms of a windstorm factor for extended coverage plus a 
factor for the other coverages. The extended coverage experience 
is taken as a whole, and rates are modified accordingly. It seems 
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clear that as time goes on there will be more and more consolidation 
of the various factors which now go to make up the rates and pre- 
miums for the multiple line coverages. 

Even in the short space of a year, one such consolidation has 
been made. When the Mercantile Block Form was filed in 1955, 
there were four rating elements in the rates as filed. These were 
(1) fire, (2) extended coverage, (3) theft, and (4) “all other.” 
In the conversion to the Commercial Property Coverage which was 
made in late 1956, these were reduced to three. Fire and extended 
coverage are still maintained independently as two elements; but 
the burglary, theft, and “all other” portions have been consolidated 
into a single rating factor. 

As further indication of this trend, there have been serious sug- 
gestions during the past few years that fire and extended coverage 
rates could very well be combined. This would probably have the 
desirable effect of encouraging extended coverage in those areas 
where there is still a substantial portion of property that is insured 
against loss by fire only. 

Filing Methods 

Any analysis of multiple line rating should include a discussion 
of the methods used in the filing of rates for such coverages. Rate 
making in the United States tended to develop along the lines of 
insurance as set out in the laws of most states. The fire insurance 
rating bureaus for many years confined their attention almost 
entirely to fire insurance. The extension of their activities to wind- 
storm and extended coverage is a more recent development. Nation- 
wide rating bureaus were set up during the early part of this 
century for the purpose of making casualty and automobile rates. 
A little later, rating bureaus were set up for the inland marine 
coverages. The new multiple line coverages require rates for cov- 
erages now being handled by all of the various types of rating 
bureaus. While automobile insurance presently is not included in 
the established multiple line coverages, it appears to be merely a 
question of time until automobile insurance is added to the cov- 
erage of the multiple line packages. 

With the advent of the Homeowners Policies, a nationwide 
rating bureau was set up for the purpose of filing these rates. This 
development was viewed with alarm by many insurance men who 
feel that the making of fire insurance rates should be essentially a 
state or regional operation. There is much opposition in the insur- 
ance business to nationwide making of fire insurance rates. 

The Comprehensive Dwelling Policy was developed as an ans- 
wer to the Homeowners Policies by those people who felt that 
established rating lines should be maintained, and that all filings 
should be made by existing rating bureaus without disturbance to 
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the existing system. There was developed a three bureau method 
of making these filings which has come to be known as the “hand- 
in-hand” method. Under this procedure, the fire and allied lines 
portion of a multiple line filing is made by the fire insurance rating 
bureau, the casualty portion is filed by a casualty rating bureau, 
and the inland marine portion is filed by an inland marine bureau. 

The “hand-in-hand” method of filing tends to preserve the es- 
tablished system of rating bureaus. This has been given additional 
support by reported plans to merge two existing organizations so 
that Homeowners Policies and Homeowner's rates will be filed in 
the future under this “hand-in-hand” method. 

It is worthwhile to examine the advantages and disadvantages 
of this three part method of filing as compared to a centralized filing 
by a single agency. A filing by three different rating bureaus tends 
to preserve the information and experience which has been devel- 
oped on the individual coverages. Each participating organization 
will have its views considered in whatever modifications may be 
made in the future. It must also be recognized, however, that the 
“hand-in-hand” method will retard change. This may be desirable 
in some cases and undesirable in others. It is doubtful whether the 
Homeowners Policies could have been developed in the first place 
if three different organizations had been required to give consent 
to that type of package coverage. There appear to be advantages 
and disadvantages in this division of authority. 


Recording of Loss Experience 

A consideration of rate making for multiple line coverages would 
be incomplete without a consideration of loss experience and statis- 
tics. It is a recognized fact that fire insurance rates are adjusted 
according to loss experience only in very broad classes. The 115 
class coding of fire insurance premiums and losses is not broad 
enough to indicate the experience by anything but the broadest 
occupancy groups. It is impossible, for example, to determine what 
the experience of fire insurance companies has been for such a class 
as grocery stores. The plans for reporting multiple line coverage 
statistics up to this time have consisted mostly of a suggestion that 
the experience of each group according to rating division be re- 
ported and then be merged with other insurance under the juris- 
diction of that particular rate making body. For example, the fire 
insurance experience under the commercial property coverage 
would be collected and reported separately and then would be 
merged with other fire insurance experience. Extended coverage 
would be treated the same, and then the “all other perils” portion 
would be reported separately. There is no plan at present under 
which the experience of the entire package could be determined. 
The only pronouncement along these lines that has been issued by 
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an Official body is one prepared by a subcommittee of the Com- 
mittee on Rates and Rating Organization of the National Associa- 
tion of Insurance Commissioners. This subcommittee stated as fol- 
lows: “It is the suggestion of the subcommittee that the industry 
through the various statistical organizations adopt statistical plans 
incorporating the following features: 


“]. That the experience be coded in such a manner that the 
statistics will be made available to show the results as a 
whole for such packages as the Commercial Property Cov- 
— as well as for the three major component portions of 
such packages; namely, fire, extended coverage and “all 
other perils. 

“2. That cause of loss codes be adopted for such policies to ob- 
tain the loss statistics for the principal perils included in the 
all other portion of the total premum, such as burglary and 
theft, water damage and sprinkler leakage, transportation, 
etc.” 


It seems essential that if the adequacy of the estimated portions 
of the rate is to be established that statistics will have to be worked 
out carefully so that rates can be compared with loss experience. 
There is a wide difference of opinion among persons in the insur- 
ance industry as to whether loss experience should be reported by 
detailed occupancy class. Many insurance companies keep such 
occupancy class statistics for their own underwriting information, 


but there is much resistance to developing such statistics so that 
they could be used for rate making purposes. 

Concern has been expressed over the possibility that a shift of 
insurance to package coverages may distort the statistics for existing 
classes of insurance. History indicates that such changes are grad- 
ual and not harmful. Windstorm insurance has all but disappeared, 
but the change-over to extended coverage was so gradual that no 
disruption occurred. The Personal Property Floater has been avail- 
able for twenty years, but the dwelling contents fire experience has 
not suffered any harmful distortion. If a new coverage or package 
is so desirable that the public buys it to the exclusion of an old 
form, any temporary dislocation of statistics is a small price to pay 
for the improvement. 

It appears likely that present rate making methods will be def- 
cient in some respects as more and more of these multiple line 
coverages are developed. The lack of centralized contro] over a 
particular form of coverage tends to increase indecision and con- 
fusion regarding coverage and statistics. If the industry decides 
that preservation of present rate making jurisdictions is desirable, it 
appears that it will be necessary to develop better means of coordin- 
ating the various elements. 

It also would appear desirable to develop better centralized 
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methods of making studies and investigations of proposed changes. 
The tendency has been for each organization to make its own study 
of the desirability of a change. Duplication of effort can be avoided 
if more centralized study and analysis can be encouraged. 

There is presently in the insurance industry a considerable con- 
troversy regarding state and bureau control of rates, and there is 
a feeling that the present system is advantageous to independent 
companies. Perhaps some of the present situation results from an 
attempt by the bureaus to maintain more of a rigid control than 
present circumstances would permit. It is suggested that the rating 
bureaus may preferably become primarily service organizations, 
with provisions for modifications of rates, rules, and forms by indi- 
vidual companies to meet conditions in the field. 


Conclusions 


It is difficult to make any predictions or to foresee how develop- 
ments will progress in ceanection with multiple line rating. Des- 
perate efforts are being made at the present time by rate making 
bodies to maintain their jurisdictions, or to enlarge them. The actual 
controi of many of the multiple line coverages so far as policing 
and the computations of individual rates is concerned is going to 
the fire insurance rating bureaus. Such a move tends to solidify 
the coverages as far as the bureau companies are concerned. 

There can be no question that competition has encouraged the 
sale of these new packages. Competition has been a factor in es- 
tablishing rate credits for the packaging of coverage. It may be 
that competition will be an even more potent rate regulatory fac- 
tor than the efforts of the rating bureaus to maintain control or 
the effort of the states to supervise rates. Insurance rates in gen- 
eral have proved to be adequate, fair, and not unfairly discrimina- 
tory, even in those lines of insurance where independent making of 
rates is the established procedure. For example, there are two types 
of inland marine rates, and both of them have elements closely as- 
sociated to multiple line coverages. There are the inland marine 
rates that are subject to the filing requirements and under which 
rates are filed by rating bureaus with the state insurance depart- 
ments. Of equal importance in volume are the rates which are not 
subject to the filing requirements and for which the companies 
make their own rates according to judgment. The loss ratios of 
these two types of coverage year after year are consistently within 
a couple of percentage points of each other. The desire to lower 
rates because of competitive factors, and the desire to raise rates 
in order to increase the company’s profits, seem to offset each other 
sufficiently so that insurance companies and the public alike are 
adequately protected against unfair treatment. 

It seems likely that the weight given to the component parts 
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of multiple line rates will decrease as experience becomes available 
on each package as a whole. The experience of fire insurance as 
such, for example, will become less important as a rate making fac- 
tor. It is probable that risks subject to class rating, such as dwell- 
ings, may eventually be rated wholly by the loss experience of the 
insurance package. Hazards affecting an insured property tend 
to be interrelated. A good fire risk is usually a good windstorm 
risk and a good liability risk. Proper maintenance of the property 
affects the loss probability for all kinds of insurance. Past history 
indicates that rate making by addition of component parts tends 
to be simplified as each package is sold more widely. In time, rate 
making is likely to be based upon total experience. It is impossible 
to predict at this point what effect this natural tendency will have 
upon rating bureaus and their jurisdictional problems. 

The net effect of the multiple line development has been an im- 
provement in the coverages available to the public. It appears that 
the demands of public welfare, plus competitive pressures and 
individual differences of opinion between insurance men and 
groups, will combine to keep rates for multiple line coverages fair, 
adequate, and not unfairly discriminatory. 





MULTIPLE-MULTIPLE LINES 


James RoLanp McPHERSON 
Boston College 


This paper shall identify developments in the insurance indus- 
try toward all-line underwriting.' Specific evidence shall be cited 
to illustrate that a number of insurance companies already are or- 
ganized for multiple-multiple line underwriting inasmuch as they 
issue all forms of life and non-life insurance. The number and 
status of such companies is impressive enough to arouse suspicion 
that a trend may be evolving. 


Motives for All-Line Underwriting 


In general, the motives prompting the directors of insurance 
companies to diversify their product line offerings are no different 
from those influencing the directors of companies in other industries 
in the United States. These range from rationalizations that the 
company must grow big enough to be able to afford the economies 
of electronic data processing equipment to the simple recognition 
that in a growing market a company must grow in order to maintain 
its relative share of the market. 

The spread to complementary insurance lines is a natural rec- 
ognition of an investment opportunity for the expanding company. 
New underwriting profit potential is visualized as serving the goal 
of the company’s investment committee.” 

The innovators of all-line offerings are recognizing a pressure 
discovered by casualty companies when they first solicited group 
accident and health insurance. They found that the public wanted 
life insurance tied into the sale. By the same token, life companies 
in soliciting group life found a need for an accident and health 
outlet. 

Account selling has brought with it the pressure for the capacity 
to place all lines of insurance. With the birth of truly all-line in- 
surance companies, the concept of account selling may be extended 
to accounts-of-accounts selling.® 

1 “All-Line,” “full-line,” and “multiple-multiple line” are used interchange- 
ably in this article. 

? Directors who concede that regulated capitalism is here-to-stay, welcome 
> > mae and the challenge which their company’s financial strength 

ords, 

’ The sale of accounts-of-accounts represents thousands of dollars of pre- 
miums. Conversely, the loss of renewal of such a big account represents a catas- 
trophe for an agency and something approaching a minor catastrophe for the 
original insurance company. 


(145) 
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What is here identified as a movement toward all-line under- 
writing is known simply as diversification of product offerings in 
other industries. In order to translate the decision to diversify into 
the action of serving the public, management has to face the prob- 
lem of whether to buy or to build the capacity to produce. In in- 
surance a combination of both usually is necessary inasmuch as 
personnel represents the all important ingredient for success. For 
example, New York Life Insurance Company when going into the 
group life field bought some experienced key personnel and de- 
veloped others.* 


Development of All-Line Underwriting 


Multiple line developments in the property-liability field repre- 
sent an important phase in the evolution of multiple-multiple line 
companies offering to serve all essential insurance needs. While fire 
and casualty organizations have been in the process of becoming 
multiple line companies, they have been using the term “multiple 
line” as if they had invented it. However, life insurance companies 
have been referring to themselves as “multiple line” companies since 
they first offered group life insurance as part of a multitude of life 
insurance products. Thus, the merging of property and liability 
companies with life companies gives rise to the logic of “multiple- 
multiple line” as a descriptive phrase of the full line of insurance 
offerings. 

Travelers and Aetna, for example, have been organized for many 
years to hold themselves out as able to fulfill all the insurance needs 
of the individual, family, business, and other types of institutions. 
However, their field organizations have been organized to comple- 
ment the existing arrangement of the insurance industry. For ex- 
ample, in each branch there has been one casualty branch manager, 
one life branch manager, and one fire branch manager. Each man- 
ager has been autonomous and responsible only to the home office 
for production and profit. The integration, or co-ordination, func- 
tions have been performed only at the highest level, the board of 
directors. 

Additional companies are now placing themselves in a position 
to serve all insurance needs of the public. North America and 
Security of Connecticut are building their own life companies. 
Continental has just acquired the agency plant, personnel, and 

*The merger movement in United States’ industry was once motivated 
by the principal reason of acquiring a larger percentage of the existing phy- 
sical productive capacity. The same explanation only in part applies to the 
merger movement today in the insurance industry. Insurance companies are 
more often bought, and sold, to obtain competent, key personnel (which are 
always in short supply) than they are to acquire physical assets. National 
Surety’s acquisition by Fireman’s Fund was thought, at the time of the pur- 
chase, as a case which may illustrate this point. 
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facilities of an existing fire company.’ Fidelity of Maine has es- 
tablished two complementary life and non-life companies which 
shall similarly hold themselves out to serve all insurance needs by 
virtue of their having multiple-multiple line facilities.* 

The Diemand Committee’s report to the National Association 
of Insurance Commissioners in 1943 firmly recommended that there 
be no mixing of life insurance with property and liability lines. 
Now that Mr. Diemand’s company has formed a life company, it 
is possible that the Diemand report meant only that there should be 
no homogenization of bookkeeping procedures. Accounting for 
reserves of life companies must be kept separate from that of 
non-life firms." 

The homogenization of company officers and directors makes 
the evolution of all-lines insurance companies an established fact. 
While maintaining the legal fiction of separate corporate identi- 
ties, the “separate” organizations are collectively one insurance 
company where organization counts most—at the level of top man- 
agement. Directors who simply “change hats” when considering 
business policy matters for several companies constitute the ulti- 
mate in mixing. The delegation of authority for the integration 
of insurance activities by the directors to administrators is all that 
is necessary for these companies to become multiple-multiple line 
organizations. 


Effects of Movement 


The potential effects of all-line developments are tremendous 
from the point of view of the public and the insurance business. 
Imagine the possible case history of the All Insurance Company 
insuring an industrial giant, Peers-Throwbucks.’ Peers obtains an 


5 Connecticut General Life Insurance Company’s thwarted attempt to 
acquire the plant, personnel and facilities of a non-life company cannot be 
interpreted as an indication that multiple-multiple can proceed only in one 
way: .viz., from fire to life. Benefiting from Connecticut General's experience, 
Continental merely demonstrated more imagination in operating on a two-way 
street. If provincial laws, or regulations (as in New York), temporarily slow 
down all-line developments, then circumscription of the law (e.g., North 
America in Pennsylvania), or even appeal to federal jurisdiction may offer 
possible solutions. 

® Other companies are not yet “in the swim,” but are getting their “toes 
wet.” For example, Buckeye Union Casualty which owns 18 per cent of 
Ohio State Life and 30 per cent of Buckeye Union Fire, recently purchased 
Mayflower of Columbus. The merger of American of New Jersey with Ameri- 
can Auto and its Associated Indemnity illustrates a group which is writing 
almost all lines including death benefits from workmen’s compensation and 
from other accidents, but is one step short of life policy writings. 

‘Separate accounting techniques for reserves would be less necessary if 
fire and casualty companies calculated rates upon the basis of predictable losses 
and units of exporure, as life companies do. 

8 The employer, whether he remitted to the insurance company monthly 
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insurance contract (or contracts) covering the property, products, 
and operation of the business, the employees, their personal and 
real property, their personal liability, as well as their planned es- 
tate goals. The employee would look to Peers for his pay-check. 
All Insurance, however, is the source for money to replace his in- 
come when he is disabled for any accident or illness, for money to 
indemnify the plaintiff (claimant) whom the employee negligently 
injured, for money to replace his damaged home, for money to meet 
tuition bills incurred by his children, for money to supplement 
social-security benefits upon retirement, and, even for money for 
his widow to use to pursue another husband—preferably one em- 
ployed by Peers, of course. 

Part of the movement toward all-line offerings involves a method 
of merchandising the insurance product which appears to be modi- 
fying the traditional agency system.’° Use of modern mass media 
for advertising leads to public recognition and acceptance of brand 
names. The insuring public’s recognition of the product of Metro- 
politan or Prudential represents a change from acceptance of the 
persen, the local agent, who may represent several companies. The 
local property-liability agent frequently sells life insurance only 
after he has gained the personal confidence of the consumer. Con- 
fidence is already established by one who has been pre-sold on 
the product of a particular insurer. 

All-line developments provide the greatest challenge yet posed 
to the American Agency System. Some all-line companies prefer 
to market their varied insurance products through the traditional 
agency system because they recognize the inherent fiduciary rela- 
tionship which exists between the agent and the consumer in the 
insurance transaction. Other all-line companies use the gency sys- 
tem as the channel of distribution for the simple reason that agen- 
cies constitute the only existing pool of salesmen with sufficient 
know-how to market the products. Other companies use a mixture 
of agents and direct salesmen" because it seems to be the ex- 
pedient thing to do at the moment. 
or quarterly, would incur clerical and administrative expense for which he 
would seek reimbursement. This money might be in the form of a “dividend,” 
or a rose by some other name. It is conceivable the rose could be smelly 
enough to be called rebating. 

® If employees are to obtain adequate insurance counsel, to whom do they 
turn? If the industrial giant’s insurance manager becomes a “superficial chap- 
lain,” the public interest is served questionably. 

10 Modern merchandising involves not only making the consumer ready 
and willing to buy, but also increasing his ability to buy. In insurance this 
means “easy payment” plans, perhaps payroll deductions, so that the poten 
tiality of the insurance consuming market may be more fully exploited. 

11 He who owns the dailies holds the key to marketing developments since 
they contain the data necessary for solicitation of renewal of policies at the 
most propitious time. 
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Concurrent with all-line organizational developments are mer- 
chandising experimentations which are, in part, a result of all-line 
developments, and, in part, a cause of further extensions of all-line 
underwriting. Representative of these happenings are continuous 
policies, staggered-payment plans, bonus-like rebates if no loss 
occurs in a given time period, greater use of deductibles in lines 
where they have not been common, and extensions of the concept 
of group underwriting. 

Legislative rumblings which would enable a master auto lia- 
bility policy to be issued to an employer for his employees’ private 
automobiles illustrate the imaginative use to which the notion of 
group may yet be put in an effort to gain a larger volume of sales 
and the economies of servicing and administering group policies. 
Such group developments are both cause and effect of multiple- 
multiple line underwriting developments. Companies late to come 
to all-line status must grow big and they must grow fast. The log- 
ical mass market is the yet undeveloped mass group.'” 

While the function of insurance companies is to enable society 
to spread insurable risks, when companies spread their products to 
all lines, they take on the risk of impairment of their capital struc- 
ture '* by an early catastrophic loss. On the other hand, failure to 
take such a risk, and attempting to minimize it, further exposes a 
specialty company to the loss of its existing market to all-risk com- 
petitors. 

All-line developments create the need for skilled administrators 
with the technical competence of a Chartered Property and Cas- 
ualty Underwriter and a Chartered Life Underwriter, with ethical 
attitudes derived from a concept of professionalism. These develop- 
ments demand a re-examination and codification of a concept of 
professionalism in the insurance industry by teachers of insurance." 
The insurance industry is so vital to the public interest and proper 
insurance guidance is so important to the individual that social 
control of insurance cannot be left to chance. Ethical behavior is 

12 See also the author’s Insurance on the Lives of Borrowers from Banks, 
prepared for the Commonwealth of Massachusetts’ Legislative Research Bureau, 
to be published January 1957. A market of a new trillion dollars of decreasing 
term life insurance is there cited. 

13 As well as concern for financial impairment in general, the directors of a 
mutual life company might well anticipate questions from an Iowa farmer 
who holds an individual life policy. He might not see clearly the special ad- 
vantage to him, personally, if the company were to write workmen's compensa- 
tion coverage for a Texas City disaster. He might have asked the same ques- 
tion, of course, of those directors who decided to “go multiple,” and, there- 
after, wrote a group life policy on the employees of the same Texas City dis- 
aster. 

14 Several times the writer has commented upon segments of this concept of 


professionalism in the insurance indus‘ry. See, for example, one of several 
articles, “Monopolistic Competition,” in Best's Insurance News, October, 1956. 
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not legislated into existence. However, ethical attitudes can be 
learned; but teachers are unlikely to teach them unless they know 
and agree what they are. Furthermore, university teachers of in- 
surance will have to rethink insurance curricula so that students will 
first learn insurance, not policies; insurance, not individual special- 
ized, compartmentalized lines. 

Multiple-multiple line developments are making the insurance 
industry even bigger. The challenge given to university teachers of 
insurance is to make it even better. 





BUSINESS CONTRACTS: DEVELOPMENTS 
AND TRENDS IN MULTIPLE LINE 
UNDERWRITING 


C. E. ToMLinson 


A number of insurance contracts have been developed which 
embrace the multiple line concept and apply it to the needs of 
business. These contracts are commonly written by most companies 
either as multiple line or inland marine. It seems appropriate to 
preface the discussion of these specific contracts with a review of 
certain assumptions. 

Whenever reference is made to multiple line, there is meant 
the combining of kinds of insurance traditionally rated by more 
than one rating bureau. This might be a combination of fire 
coverage with a casualty line. The concept also includes the com- 
bining of kinds of insurance for which some of the rates are regu- 
lated and others are not. This might be the combination of a fire 
cover with uncontrolled inland marine. 

There is no substantial evidence of it as yet, but there seems 
to be a trend under the multiple line concept toward combining 
the direct damage coverages with third party liability forms. Most 
of the progress to date has been in the property field rather than in 
liability. This may be due to the fact that to many people, property 
risks seem more logical for similar treatment by class than do lia- 
bility risks. 

A second important matter is to review the second paragraph 
in the preamble to the Nation-wide Marine Definition adopted by 
the Nationa! Association of Insurance Commissioners on June 12, 
1953 and recommended for acceptance and promulgation by the 
individual states. It reads: 

“This instrument shall not be construed to restrict or limit in 

any way the exercise of any insuring powers granted under 

charters and license whether used separately, in combination 
or otherwise.” 
This paragraph will have special application later in this paper. 

The multiple line type business contracts generally written by 
most companies are: 

(1) Jewelers’ Block Policy, 

(2) Implement or Equipment Dealers Stock Forms, 

(3) Manufacturers’ Output, 

(151) 





The Journal of Insurance 


(4) Camera or Musical Instrument Dealers Floater, 

(5) Furriers’ Block Policy, 

(6) Mercantile Block, and now, Commercial Property Form, 
(7) Office Equipment Special Form, and 

(8) Industrial Property Form. 


The Jewelers block policy is probably the earliest example of a 
type of multiple line business contract. As is well known, it pro- 
vides all risks protection on and off premises and may be extended 
optionally to include fire protection. Here is a combination of a 
traditionally unregulated kind of insurance and a regulated line. 
It is unusual in that this form is available to retailers, wholesalers, 
and manufacturers. When it was first introduced, not much was 
said about the fact that the rate-maker took the traditional contents 
fire rate applicable to the premises and adjusted it to fit the par- 
ticular risk to be insured. This was probably due to the fact that 
the fire protection was considered a minor portion of the contract. 
No fire insurance rating bureaus were heard to object that the 
lifting of a contents rate from their organization disturbed in any 
way the experience upon which contents rates generally were made. 
It was definitely a unique type of risk, in that much of the property 
was moving in and out of safes and vaults on the insured’s premises 
during the business day and was securely held in these protective 
devices during non-business hours. Some of the merchandise did 
not even move out of such devices during business hours except on 
special occasions. Also, this form preceded the advent of legislation 
which permitted comj:anies to engage in so-called multiple line 
underwriting. It fell strictly within the class of so-called inland 
marine insurance, then an unregulated class of business. This oc- 
curred even though it was unlike true inland marine. 

The remaining types of business contracts are of comparatively 
recent development when we regard the Jewelers Block as having 
been with us for nearly a half century and under control of United 
States companies since about 1925. 

Within the past few years a policy has been designed to protect 
dealers in mobile equipment consisting of farm implements, trac- 
tors, harvesters, and similar agricultural equipment, plus construc- 
tion equipment such as bulldozers, road scrapers, and road-build- 
ing machinery. The form covers on and off premises, in transit, and 
at location. It even permits the inclusion of related and non-related 
merchandise, so long as a reasonable minimum quantity of basic 
stock is insured. 

This is also an all-risks policy. The fire rate used in the total 
rate make-up varies from 50 per cent of the contents rate to 100 
per cent of it, depending upon whether the equipment insured is 
mobile or not. 
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Up to this point, the companies issuing such policies used the 
facilities of the 34 different fire insurance rating bureaus. When 
one outstanding company developed its manufacturers’ output 
policy, that company also made a presentation to the National 
Association of Insurance Commissioners on behalf of the licensing 
of a single rating organization which could deal with this specia!- 
ized contract. Thus, almost concurrently with the birth of the 
manufacturers’ cutput policy, there came into existence the Multiple 
Peril Insurance Rating Organization. The special needs of the 
automobile raanufacturing industry for protection everywhere ex- 
cept at the premises of their manufacturing operations was the ob- 
ject to be served by this multiple line type business contract. This 
is also an all risks contract and has been extended more recently to 
other classes of manufacturers. Some state insurance departments 
have approved it as inland marine coverage even though it insures 
at locations owned or controlled by the insured. 

A little later there were other multiple line type policies ap- 
proved as inland marine. Two that were similar were the camera 
dealers floater and the musical instruments floater. With these the 
fire contents rate, as developed by the proper fire rating bureau, 
is used as a basic charge. To that rate charges are made for crime 
protection and for the inland marine part of the risk. So again 
there is a multiple line rating approach to a risk otherwise classified 
as inland marine. These contracts are all risks in nature, providing 
coverage on and off premises owned and controlled by the insured 
as well as coverage on his own goods or the goods of others in his 
custody in transit. 

Another all risks multiple line type policy to find its way to the 
insurance market in 1953 was the furriers’ block policy. It, too, in 
addition to being an all risks contract, covers on and off premises 
of the insured. The contract is available for both retailers and 
wholesalers. In its rating approach it is similar to the jewelers’ block 
policy already discussed. It recognizes the fire contents rate de- 
veloped by fire rating bureaus as a basic charge. This may be 
modified to fit the individual risk. Vaults and other protective de- 
vices are recognized as improving the risk. 

Nineteen hundred fifty-six has seen the rapid introduction of 
the office contents special form, the commercial property form 
and, most recently, the industrial property form. The success with 
the application of all risks principles to the coverage of dwelling 
risks encouraged the development of all risks coverage on business 
risks. Common attributes of these new policies are: they are all 
risks, they cover on and off the premises of the insured, the rate 
make-up recognizes the traditional fire and extended coverage rates 
at location, and the forms are all attached to standard fire policies. 

The final three mentioned above are so new and, in some in- 
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stances, are proving to be so popular, some additional comment re- 
garding them is worthwhile. The office contents special form should 
produce a sizeable premium volume because with modern office 
equipment and supplies substantial value is developed. Modern- 
day office equipment is not only valuable but is also composed of 
intricate machinery. 

Only two classes of office occupancy are excluded. One is physi- 
cians, surgeons, dentists, and clinics. That is because this type of 
protection can be purchased under the physicians and surgeons 
floater. The other ineligible office is where the office contents are 
in the same fire division with a mercantile, non-manufacturing, or 
manufacturing occupancy. 

The commercial property form is the second of these newest 
three plans. It had been, early in 1956, filed under the name of 
mercantile block. The success of the mercantile block was not 
great as the rating approach was cumbersome and the total pre- 
mium developed, per contract, was greater than the sum of pre- 
miums of individual policies would have been. This was the oppo- 
site of the trend in multiple line personal contracts where, usually, 
a savings could be effected. 

A feature of this form is the insuring of personal effects of the 
insured or others while on the premises of the business firm. The 
value covered is 5 per cent of the insurance on the merchandise, 
and the coverage under this extension is fire and extended coverage. 
The expense of the removal of debris of the insured property is 
also insured when such removal follows the occurrence of an in- 
sured loss. 

Even though it is an all risks contract, certain classes of prop- 
erty are excluded a. ‘here are special policies available for them. 
For example, complete reproduction of books, records, manuscripts, 
blueprints and drawings are covered only by a valuable papers 
policy. Currency, money, notes, accounts, and securities are not 
insured. A broad form money and securities is available for that 
exposure. Steam boilers and their equipment are not insured 
against bursting, rupture, or explosion; machines or machinery are 
not insured against rupture, bursting, or disintegrating of moving 
parts. The insured needs a special boiler and machinery policy. 
Certain catastrophic or uncontrollable perils are excluded. Gen- 
erally, in an all risks policy, exclusions are more numerous and more 
pointed than in a specified perils policy. The more important ex- 
clusions are flood, tidal, or surface waters by any method. Earth- 
quake or other earth movements are also excluded unless there is 
an ensuing loss from fire, explosion, or smoke. 

A printed $50.00 deductible clause is in the form. It does not 
apply to fire, lightning, extended coverage perils, sprinkler sys- 
tems leakage, burglary, robbery, or certain transit loss perils. A 
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deductible such as this takes care of small nuisance claims that are 
bound to be presented under an all risks policy. It can also serve 
as a relief or catch-all for the company underwriter in not being 
able to completely predict or imagine all perils that may occur to 
cause a loss. 

The cost of this contract is somewhat less than would be the 
total cost of all individual policies required to give the insured com- 
parable protection. The economy results from a single policy sav- 
ings, from a higher per cent of insurance to value, and from in- 
cluding in the policy a greater spread of insured perils. 

The first filing approval by a state for this policy was October 
16, 1956. 

The rating of risks such as are insurable under this type of 
policy requires the use of class rating methods together with indi- 
vidual risk techniques. Generally, the value of the basic hazards 
such as fire, windstorm, and burglary can be appraised but the 
extra fringe hazards of water damage, transportation, vandalism, 
and other all risks perils are more difficult. The hazards of each risk 
must be known, and personal inspections must often be made. 

The greatest losses, where experience is available come not from 
fire or windstorm but from crime, water damage, and transporta- 
tion. 

This type of policy is in the heart of the subject “Developments 
and Trends in Multiple Line Underwriting.” The use of the all risks 
approach is here to stay in the property insurance field. Instead of 
the producer worrying about selling his client enough policies for 
complete protection, he can sell him the best and most complete 
policy on the market and then feel reasonably confident he has 
served his client’s needs properly. And, too, the small businessman, 
who does not know all the risks to which he is exposed, now can 
buy complete protection with confidence. An all risks contract such 
as this represents the real significance of multiple line laws. 

The most recent multiple line development to find its way to 
the insurance industry is the new industrial property form. It is 
designed to care for risks not insurable by the commercial property 
form from a class of risk viewpoint. Eligibility for the policy is re- 
stricted to those whose principal activity is manufacturing or proc- 
essing. It gives, for the first time, an entirely integrated multiple 
line policy for the industrial insured, permitting the insuring of all 
his property loss exposures in a single policy. Also, it is arranged 
for the larger risks. The plan is currently being filed with the vari- 
ous insurance departments. It provides a named peril approach to 
all risks packaging as the coverage can be further extended to in- 
sure against all risks of loss of or damage to personal property. 

A new approach to commercial multiple line underwriting ex- 
ists in this policy. Buildings and improvements and betterments to 
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buildings may be insured against loss by specified perils. Minimum 
premiums range from $2,500.00 to $10,000 annually, so it will have 
its greatest appeal with the larger risks. More publicity will appear 
soon after state insurance departments have had an opportunity to 
consider the filings. 

These final three contracts are indicative of a trend toward the 
stabilization of traditional rate-making organizations. Although 
the forms are attached to standard fire policies, the rates, forms, 
and rules are developed hand-in-hand or concurrently by casualty 
rating bureaus, inland marine rating bureaus, and the local fire 
rating bureaus. They also indicate an increasing interest and desire 
on the part of the insurance industry to create broad form con- 
tracts for major classes of risks. 

The author's company has produced certain innovations as a 
result of the Nation-wide Marine Definition. Prior to the avail- 
ability of multiple line insurance in Ohio, it was necessary for 
companies to explore all production possibilities in line with their 
charter and license powers. In this way it was possible to develop 
multiple line type coverages and premiums. 

The company has an insured in Cleveland who handles all edi- 
torial work for a magazine or publication related to the steel in- 
dustry. He provides the copy and advertising material. His only 
reimbursement is the advertising fees. Now if at any stage of the 
production the material is damaged considerably or destroyed, he 
has a total loss of fees for that month. In other words, by the time 
he would be able to have the type reset and the magazine re- 
printed, it would be the next month. Thus, he must refund the 
fees for the month in which the publication would not get mailed. 

The greatest perils that might cause a loss are fire, extended 
coverage and sprinkler leakage on location. While in transit the 
perils of fire, extended coverage, theft, collapse of bridges and 
collision, upset or overturn of a transporting conveyance stand out 
as catastrophe possibilities. 

The printer's copy is mailed or taken from his office to the 
printer. There it is printed and then is shipped to another city 
where it is assembled in page number order, stapled and reshipped 
back to the printer. The finished job is then addressed and taken 
to the post office for mailing. At the time of mailing, coverage 
ceases because the loss of an item or two would not be a great loss 
at that point. 

Thus, .xted covers are combined with unrated to arrive at a 
fora of multiple line business interruption protection. 

in another state the author’s firm developed a special policy for 
the dry cleaning industry to insure not only the usual bailee perils 
but many others in addition. Coverage did not stop with customer's 
goods, but was broadened to include furniture, fixtures, equipment, 
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and supplies belonging to the insured. It was so popular that 
cleaners in other states requested a similar service for the launderers 
aad cleaners of their states. 

Here location coverages, rated by fire and casualty bureaus, 
have been combined with location coverages not rated by any 
rating bureau. To those were added off premises perils not rated by 
any rating bureau. 

In a distant state this company has an insured who owns plati- 
num boxes that are used to convert molten glass into glass fibres. 
In this risk there is location coverage on premises owned by the 
insured and also transit coverage at infrequent intervals to get the 
boxes to a cleaning plant and back again. So again a special mul- 
tiple line policy filled the needs. 

Another risk insured has exposures nation-wide. Much of it is 
transportation coverage, but it also insures property at premises 
located in almost every state of the union. It provides coverage 
on property owned entirely by the insured, on property where title 
remains with the insured until paid for but custody is with the 
purchaser, and on property where title passes to the purchaser but 
the insured has an interest to the extent of the unpaid balances 
due him. This is another good example of using different rating 
methods for multiple lines, all provided within one contract. 





AUTOMATION IN INSURANCE 
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In September 1954, Metropolitan Life Insurance Company com- 
pleted installation of a Univac and became the first insurance 
company to use an electronic computer system in its regular busi- 
ness operations. They use this Univac for actuarial statistics, in- 
cluding calculation of reserve liabilities. Now, only 27 months later, 
Métropolitan has installed two more Univacs and 18 other insurance 
companies have 32 separate computer systems in operation on a 
“normal run” basis. 

This means that there are now 35 electronic data processing 
systems in insurance offices throughout the country that are regu- 
larly processing actual business data. Eight of these are large scale 
systems popularly misnamed “giant brains” that cost more than a 
million dollars each, or rent for upwards of $25,000 monthly. The 
other 27 are medium sized, ranging in cost from $150,000 to 
$300,000, or renting for $3,000 to $6,000 each month. 

There are perhaps a dozen other insurance installations on which 
acceptance tests haven’t been completed or which are not yet in 
operation on a “de-bugged” basis. Literally scores of additional 
systems are on order for future delivery to insurance users. Hun- 
dreds of insurance companies are studying this expanding field to 
see if they have an economical application for one of the many 
kinds of systems that are on the market today. 

In order to explain how and why the insurance industry is 
adopting electronic methods so rapidly, the author will relate his 
own company’s experiences. 

A few facts about Pacific Mutual Life Insurance Company will 
help put these experiences in proper perspective. The company 
writes life, accident and health and group insurance on a national 
basis. There is about $2,250,000,000 of life insurance in force, assets 
are $525,000,000, and more than $60,000,000 in benefits are paid out 
to policyowners and their beneficiaries every year. About 900 
people work in the home office in Los Angeles. 

In 1955, after three years of study, there was installed a large 
scale electronic data processing system primarily to do all the bill- 
ing, accounting, and record keeping on 350,000 ordinary policies. 
A staff of 60 people devotes full time to this project, although it 
is still in the program-testing, parallel operation stage and won't be 
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in full operation on the new electronic basis until 1957. At that 
time some 150 present job stations should be eliminated. 
Below will be given a brief description of: 


(1) The electronic data processing system and how it will work, 

(2) The kinds of jobs it will eliminate, 

(3) The kinds of work done by the 60 people in the new Electronic 
Records Department, and 

(4) Some comparisons between the new skills required and those 
used in the eliminated jobs. 


The New Electronics System 


Electronic computers and data processing systems used in office 
work today are new business tools with tremendous capacity and 
flexibility. Regardless of their size or manufacturer they are much 
more versatile than improved and larger punched card equipment. 
Each individual company must thoroughly study its own problem 
and select that type of electronic processing that best serves its 
needs and fits in with its own internal organization. Pacific Mutual’s 
feasibility studies showed that by cutting across departmental lines 
and taking a “combined operations” approach a large scale system 
could be used in spite of the fact that the company is only medium 
in size. Univac was selected, as at that time it was the only large 
scale system available which had been thoroughly field tested. 

Under the combined operations approach, a single record is 
used. It is completely machinable and contains all the needed in- 
formation about the individual policy. For each policy of insur- 
ance the master file tape contains the policyowner’s name and ad- 
dress, premium billing and accounting information, dividend and 
loan information, and other basic policy data sufficient to calculate 
its valuation. The company combines comprehensive accident and 
sickness coverages with life insurance policies in order to give one- 
package protection to its policyowners, so the master file tape also 
includes sufficient details of these accident and sickness coverages 
for the payment of claims. This master file tape has replaced as 
many as a dozen manual or punch card records on a single policy 
under old methods. On about 100 small reels of magnetic tape are 
found a full record of 350,000 ordinary policies. 

This single record for each policy must be available daily for 
reference since there is no way of knowing in advance which 
policyowners will today present a claim, make a loan, change a 
beneficiary, or seek some other service. Therefore, these 100 reels 
of the master file are processed daily, and the information is up- 
dated to reflect additional premium payments, terminations, new 
issues, and all other changes in status. Premium notices are pre- 
pared when needed. On the policies’ anniversaries, dividends are 
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calculated and notices prepared. Loan interest is computed and 
bills prepared. Actuarial valuation work, premium and commission 
accounting, and a great variety of comprehensive reports are pre- 
pared as needed. All inquiries and other service needs are grouped 
and processed daily against this master file. Correspondence re- 
ceived today will be processed in tonight’s run of the master file, 
and information will be ready for reply the first thing tomorrow 
morning. 

This has been a brief description but from it you can draw some 
inferences as to how these electronic methods are affecting account- 
ing, reporting, and other office procedures. Instead of having visual 
records for reference, information is on tape in coded pulse form, 
and a print-out must be requested of any data needed. Think of 
the changes that this makes in the traditional concepts of account- 
ing and auditing. Most important of all, reports of all kinds that 
have a currency and completeness impossible under old methods 
can be prepared quickly as a by-product of the daily run of the 
master file. 


The Jobs Eliminated 


What kind of jobs does this new system eliminate? Who are the 
people in these jobs and what happens to them? 

As was mentioned earlier, when complete electronic handling 
of ordinary insurance is effective in 1957, some 150 job stations 


will be eliminated. The people now filling these jobs can be di- 
vided roughly into three main classes. By far the largest is made 
up of relatively unskilled junior personnel in clerical jobs of a 
repetitive nature—filing, sorting, posting, recording, and perform- 
ing other tasks where only a bare minimum of insurance knowledge 
is required. These are monotonous, drudgery-type, heavy-volume 
jobs which lend themselves to electronic methods. These are the 
jobs with the greatest turnover. It is no problem to relocate these 
juniors in comparable jobs not affected by electronics. Most of the 
remaining junior jobs to which they will be transferred will re- 
quire more judgment and hence offer greater opportunity. 

The second class consists of some 20 jobs held by people with 
more experience, many with years of seniority, but which are never- 
theless routine jobs requiring only a little knowledge of insurance. 
These are jobs which do not require original thinking nor judg- 
ment beyond that needed to identify an exception to usual routine 
which must be passed along to higher authority for action. The 
more troublesome relocation problems are with this small group. 
The people are somewhat inflexible, and there are few job open- 
ings in comparable levels for persons with their qualifications. For 
the past two years consideration has been given to employees doing 
this kind of work in jobs which are likely to be displaced whenever 
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one of the rare openings of the type they might fit appeared in a 
nonaffected department. The company has already placed and re- 
trained over half of this group and it appears certain that there 
will be satisfactory placements for the remainder when the con- 
version to electronic methods has been completed. 

The third class of jobs to be eliminated are the 20 to 25 super- 
visory and senior staff positions. These are held by more highly 
skilled people whose duties are primarily supervisory and in the 
judgment area. These skilled senior people are flexible, experienced, 
have a more advanced knowledge of insurance, and are adaptable 
to new situations. As a practical fact there is no such thing as 
“too many” of these people, and there is ample demand for their 
capabilities elsewhere in the organization. 


The Jobs Created 


Before any of these jobs can be eliminated the company is in 
the somewhat paradoxical position of having to expand its total 
work force. The electronic records work now requires a staff of 60 
people and has used almost this many constantly since early 1955. 
All their work has been preparing for the system—converting data 
from manual and punch card to tape-machinable form, organizing 
and writing the series of instructions (programs) needed for the 
machine to perform its multitude of complex duties, and learning 
how to operate and maintain the machine. The new jobs created by 
the electronic system are of four basic kinds: 


Clerical, 
Programming and methods, 
Operations, and 


Maintenance. 


The clerical work of converting data from old records to tape 
form takes a staff of about 25 people. This type of work requires 
a superior employee who is paid about 15 per cent more than a 
regular typist. Typing accuracy is of even greater importance than 
speed. In-put data for our electronic system is prepared on a 
special Unitypewriter which can be learned by any experienced 
typist with essentially no special training. About eight weeks of 
training time was needed to teach these typists how to read and 
interpret our old insurance records from which they were to type on 
tape. 

Two years ago a staff of 30 people was trained for programming 
and methods work. Twenty-five of them are still at it. A pro- 
grammer analyzes the details of the job that is to be performed by 
the machine and prepares a series of coded instructions which 
will enable the machine to do the job in minimum time. A good 
programmer must have many special skills. He must have an 
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inquiring, logical mind. A background of systems analysis and a 
knowledge of statistical principles are desirable. College level work 
in mathematics, engineering, or business administration is help- 
ful—some may say, essential. 

Two-thirds of the programmers were trained from within the 
company. The others were hired for the job. Experience has shown 
that it is easier to teach experienced life insurance people how to 
program than it is to teach experienced programmers about life in- 
surance operations. These programmers required three months of 
formal schooling in programming techniques and an additional six 
to twelve months of actual working experience before they became 
proficient. 

An experienced programmer should be able to prepare flow- 
charts; analyze programs; code and build new programms; and esti- 
mate the cost, time required, and number of people needed to code 
and program new machine applications. Needless to say, experi- 
enced programmers are scarce and in heavy demand. 

The operations staff is made up of five men now and will have 
two more added during 1957 when the machine is running on a 
three-shift basis. Operators are mainly concerned with getting the 
work done and are more interested in the system’s production than 
in its philosophy. It is difficult to put one’s finger on the special 
skills needed by a good operator. A chief operator is normally 
an engineering or mathematics graduate with prior experience on 
the specific kind of machine system involved. The rest of the staff will 
usually be production minded men with mechanical aptitudes. They 
need about two months of formal training, plus three or four months 
on-the-job training. Although it has been reported that there is 
no correlation between good punch card machine operators and 
electronic system operators, three such operators in this company 
were formerly top grade tabulating men. 

Maintenance work on the system requires a staff of six or seven 
men. The chief engineer is a graduate engineer with prior experi- 
ence on this company’s kind of system. The rest of his staff are 
senior technicians and trainees. In spite of the desirability of hav- 
ing his staff include some graduate engineers, they are in such in- 
tense demand that they are inclined to regard this work as merely 
good practical experience prior to going elsewhere as chiefs, or 
entering design and development work. Turnover of engineers 
doing maintenance work on electronic systems has been high, and 
it appears wiser to concentrate on getting top-flight technicians 
with some engineering training. 


Up-Grading 


How do some of the skills in the old jobs which are being elimi- 
nated compare with the skills in the new jobs which are being 
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created by these new technological changes in insurance office 
work? This is almost as difficult as comparing apples and bananas, 
but as a generality it can be said with emphasis that the advent 
of electronics in office procedures has created many up-graded job 
opportunities. Pacific Mutual's experience demonstrates that the 
people transferred from other departments into the electronic rec- 
ords work are using many more skills than in their prior jobs. A 
specific study was made on this subject early in 1956. 

Fourteen of the men in programming and methods work were 
transferred from within the company. They had an average of 6% 
years with this firm before transfer. When they had been in elec- 
tronics work an average of only 1% years their salaries were more 
than 40 per cent higher than before the time of transfer. The eight 
women in programming and coding work had been with the com- 
pany an average of a little less than a year, except for two with 
considerably longer service. Their average length of time in the 
electronics programming work was thirteen months, and their sal- 
aries had increased by more than 50 per cent. With a single excep- 
tion the women were transferred from lower level jobs than were 
the men. The normal increases for these employees during the same 
period of time would have averaged around 12 per cent. 


Other Insurance Installations 


The experiences of this company have been presented not as 
typical because they are not, but merely as an illustration of the 
fantastic changes that are going on everywhere in insurance office 
work. A quick look at two other installations will provide some 
further idea of the wide variety of approaches that are possible. 

Farmers Insurance Company of Los Angeles completed an in- 
stallation of an IBM 705 system in mid 1956. They use it for pre- 
mium billing, general accounting, budgeting, and financial state- 
ment preparation. Farmers is an organization which had a tre- 
mendous amount of punch card accounting and statistical work. 
The volume was so great and the installation of such size that a 
large scale data processor could be applied using it simply as a 
larger and more complex machine to do the work already being 
done by punch card devices. There was no in-put problem because 
they use source punch cards which are created in the same basic 
manner as before. The end product will be the same reports and 
summaries as previously prepared. It becomes then a case of 
taking the machine processing steps as they were done and de- 
veloping a parallel process using the large scale device. The many 
sorters, tabulators, collators, and calculating punches eliminated, 
plus the operator personnel savings, will more than pay for this. 
The key point here is that no special records conversion staff was 
needed, and a small programming staff of no more than six people 
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working on programs for perhaps a year was able to do the job. 

John Hancock Mutual completed installation of a Univac in 
March, 1956. It has been used since then for premium billing. This 
company also used much punch card equipment, but for a number 
of different applications. These applications were relatively unre- 
lated, and several were large enough individually to warrant their 
treatment as separate processing problems. Thus, their programming 
staff developed a program for doing premium billing by use of 
the large scale computer. This is being followed by a program for 
doing premium accounting and commission accounting. At a still 
later date they plan to tackle policy loan accounting as a separate 
problem, and so on. As each application is completed, it goes into 
operation and reduces further the net burden the system overhead 
represents. 

These two operations, quite different from Pacific Mutual’s, were 
not applicable to this organization because of its size. Were Pacific 
Mutual to have separately applied premium billing, premium ac- 
counting, dividend accounting, loan accounting, and actuarial work 
on the machine—each as a separate system with its own master file 
of data—it would not have been possible to achieve system efficiency 
such as would make this approach practical. The savings this com- 
pany expects to achieve will come from utilizing the processing 
system based on a single tape record and an all-tape approach 
from which all these other operations are performed in serial se- 
quence daily. This is more of an all or nothing proposition as no 
one part of it can function without all the others. The preparatory 
costs are maximum, but likewise so are the ultimate gains. 

From these examples it is apparent that a large scale data 
processor may be applied in many ways in insurance companies de- 
pending upon the nature and scope of their business as well as the 
size and number of their file items. The programming staff require- 
ments for effecting the application that will put the machine on a 
paying basis can vary all the way from 10 to 65 man years. Staff 
required for file conversion will vary from none to some 35 man 
years in the case of Pacific Mutual where complete. elimination of 
the visual records as well as punch card records is involved. 


Reasons for Installing ED P M 


Why is the insurance industry in the forefront with so many 
electronic data processing machine systems? Why are insurance 
companies investing so heavily in these new methods? 

By the very nature of the insurance business, with its heavy 
volume of clerical operations, insurance companies along with the 
utilities are in the best position to benefit from the general purpose 
electronic systems which were designed especially for their kind 
of work. The basic reason that insurance companies are spending 
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millions for electronic computers and data processing systems is to 
reduce their costs. With these machines they are able to perform 
the thousands of operations needed daily in the conduct of regular 
business at less cost than by conventional methods. 

As an example, in this organization it is expected that Univac 
handling of ordinary insurance operations and file maintenance 
will reduce salary and tabulating machine rental costs over the 
next five years enough to more than offset an investment of more 
than $2,000,000. This includes not only the cost of the equipment 
but about $750,000 that has been spent in converting records into 
tape machinable form and otherwise preparing for the use of the 
new system. It is hoped that there may even be a pay-out in less 
than five years as the result of added savings from such other appli- 
cations as group premium billing, group experience rating calcula- 
tions, mortgage loan accounting, and general accounting. 

Progressive managements are giving increasing attention to this 
subject because they believe they must in order to maintain a 
competitive position. In addition to keeping operating costs down, 
these new methods improve service to the policyowners and to the 
sales and service representatives in the field force. More informa- 
tion about each policy is available more quickly than under old- 
fashioned methods. 

Perhaps most important of all, management has available as a 
by-product of its electronic data processing, accurate, timely, and 
complete information about its operations. This certainly should 
act as a basis for improved management policy decisions. 

The present acute shortage of clerical workers is another factor 
which has accelerated the use of electronics in business operations. 
Sixteen years ago in the United States there were only five million 
clerical workers. Two years ago there were about eight million, and 
now there are more than nine million. As industry has become more 
complex, it has required an increasing proportion of indirect to 
direct labor. Today there are more than sixteen clerical workers 
for every one hundred production workers compared with ten or 
eleven sixteen years ago. Yet, in spite of this recent increase in the 
number of clerical workers, almost everybody is hunting desperately 
for more clerical help today. Right now there are openings for 
from 500,000 to perhaps as many as one million additional clerical 
workers. 

There are scores of openings for clerical personnel in this or- 
ganization. This will make it much easier to eliminate 150 job sta- 
tions without releasing any present staff. Incidentally, when the 
systems study was first started, all employees were assured that 
everyone doing satisfactory work would be retained by the com- 
pany and would be placed in comparable or more interesting work 
without any down-grading of salary. It is even expected that there 





166 The Journal of Insurance 


will be no need to discontinue new hiring during the period of 
these relocations, although there may be more selectivity in hiring 
policies for a period of two or three months. 

It appears to be impossible to provide all the clerical workers 
needed for our expanding economy without major changes in the 
nature of office work. These major changes will come about 
primarily through greater use of automatic equipment. 


The Roie of the Universities 


What do these changes in insurance office methods mean to 
those who teach insurance subjects at the university levelP How 
can teachers and the universities help prepare students for an in- 
surance career that will be influenced by these new methods? 

First, the teacher should inform himself as thoroughly as possi- 
ble on business uses of electronic machines. By this is meant their 
use in regular business operations rather than their more spectacu- 
lar applications for operations research purposes about which 
much, perhaps too much, has been written in the academic press. 
This can be done by studying one of several good texts now 
available on this subject. Even better, one should seek an oppor- 
tunity to familiarize himself with the workings of an actual elec- 
tronic system. Several of the manufacturers offer short courses. 
A growing number of universities have or are planning to install 
equipment and are including courses in their curricula designed 
to help business administration teachers to learn more about this 
field. Some business users will make summer fellowships available 
through the program sponsored jointly by The American Associa- 
tion of University Teachers of Insurance and the Life Insurance 
Agency Managemert Association. 

The teacher should also see that the university he represents 
considers the addition of appropriate courses on business elec- 
tronics to its curriculum. Many universities have done so already 
in order better to serve their students and local business communi- 
ties. If the size of the university makes actual courses on this 
impractical, it should arrange to accept credits from some nearby 
institution which does offer them. 

Among the student body are many who will be in the next 
generation of leaders in the insurance industry. They can look 
forward to a career with even more stimulating challenges than 
the industry offers today. There will be fewer people doing things 
that machines can do and more people doing those important 
things that only people can do. The most challenging aspects of 
these electronic methods are the human rather than the mechanical 
—the decrease in routine tasks; the varied new skills which are 
needed for the new jobs created; and the growing importance of 
research, analysis, organization, and planning. There are truly in- 
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teresting years ahead for all who are so interested in insurance. 
It is hoped that each teacher who reads this will do his part to see 
that his students have an understanding and appreciation of this 
fact. 





THE INTEGRATED INSURANCE 
DEPARTMENT 


C. Henry AvusTIN 
Standard Oil Company (Indiana) 


Mr. Webster defines the word “integrate” to mean “to form 
into a whole, to unify, to complete.” Thus, it would appear that 
the word “integrated” when applied to the term “corporate insur- 
ance department” is properly applied only if such department in- 
cludes specialists who have had professional training and practical 
experience in the various fields of insurance. 

When the author accepted the responsibility of organizing an 
insurance department, his company was specifically confronted with 
the need of developing a fire policy for refinery properties which 
would provide it with suitable insurance coverage for the risks 
of normal operations as well as the risks of a possible loss of cata- 
strophic proportions. It was also concerned with the problem of 
whether to assume certain workmen’s compensation and public 
liability risks or to transfer these risks to an insurer. There was also 
an awareness of the need for a complete actuarial evaluation of the 
cost of funding an existing employee benefits program and the 
necessity of setting up guide-posts by which to analyze and com- 
pare proposed improvements in such program. 

To assist in the solution of these and similar problems in- 
dividuals were employed who were qualified by virtue of their 
academic training, professional standing, and experience in the 
insurance industry. A life actuary, a casualty actuary, a casualty 
underwriter, and a fire insurance engineer were employed. With 
these specialists, a stenographic and clerical group, and the neces- 
sary office machines, the department was established. 

Before reviewing the manner in which this department func- 
tions, the author will present his concept of the area of responsi- 
bility of the individual in charge of an integrated insurance depart- 
ment, the corporate risk manager. 


Responsibilities of the Corporate Risk Manager 
While risk, or the chance of loss, in the broad sense is inherent 
in all actions and decisions by management in a competitive econ- 
omy, the risk manager is concerned with a special area of risk. 
This area inc}:-des all risks which are or should be subject to treat- 
ment under the conditions assumed by the classic definition of 
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insurance. Professor A. H. Mowbray’s relatively simple classifica- 
tion of risks into the “pure” and “speculative” risks has been 
adopted. It is assumed that the area of pure risk is the responsi- 
bility of the risk manager. Within this area it is the corporate risk 
manager's responsibility to recognize the hazards, estimate the 
chance and amount of loss, and determine costs of various methods 
of dealing with loss. 

The corporate risk manager should be able to coordinate the 
skills of his technicians in dealing with the problems peculiar to 
his company’s employee group benefits, fire, casualty, surety, and 
marine exposures. He will then be in a position to recognize ex- 
posure to loss; estimate probability of loss; gauge the potential 
seriousness of the loss; determine whether the exposure can be 
covered by insurance; develop the type of policy which fits the 
company’s particular needs; select the insurance company best 
qualified to assume the risk because of its financial status, service 
facilities, and underwriting philosophy; be prepared to deveolp 
tentative rates which are economically sound both for the insured 
and the insurer; and participate in the presentation of the risk 
to representatives of the insurance company selected to write 
the cover. If his approach has been made on the proper bases, he 
should be able to present management with sound, economical 
solutions. 

After arrangements for a coverage are completed, the risk 
manager must be prepared to assist the accounting department in 
establishing premium allocations, claim and loss report procedures, 
and loss statistical records. 

With respect to employee group benefit plans, the risk manager 
must be in a position to advise his management currently on the 
cost of funding his company’s pension program; the cost of pro- 
posed improvements or betterments in that pension program that 
result from labor union demands or competitive industry pressure; 
and the cost of proposed improvements or integration of the exist- 
ing plan with changes in Social Security or other state and Federal 
legislation. 

It is the responsibility of the risk manager to provide a technical 
analysis of the relative merits of an insured or a trusteed pension 
plan and to make the actuarial valuations required to establish and 
maintain an adequate funding program. He should work in close 
liaison with the employee relations department of his company in 
order that he may analyze the merits and costs of changes in the 
benefit plans proposed by unions, as well as the counterproposals 
submitted by his company’s bargaining team. Since the Bureau of 
Internal Revenue evidences interest from time to time in the 
amounts of money contributed toward the funding of a pension 

~ program, it is also the risk manager’s responsibility to have the 
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actuarial valuations of the pension program prepared for tax pur- 
poses. 

If this were a recital of the duties of the risk manager, it ob- 
viously would be impossible for them to be performed by one in- 
dividual. Fortunately, they are responsibilities. The duties are 
shared by the manager with the technicians in his department. 


Duties of the Corporate Insurance Department 


The operation of an insurance department can be illustrated by 
reviewing the steps taken in the development of the fire insurance 


policy covering Standard Oil’s property. 


Fire Exposures 

Standard’s fire loss exposure varies from relatively low value 
properties, such as filling stations, bulk plants, and small offices, to 
major capital investments at storage terminals and refineries. The 
first decision was to assume the risk of loss at those locations where 
wide spread of risk, relatively low values, and. past and potential 
loss experience dictated this choice. The large refineries and cer- 
tain terminals, however, represent huge investments. Consequently, 
despite a favorable loss experience, an insurance program for these 
properties appeared desirable. 

In order to evaluate the risks and establish rates and premiums, 
potential insurers required up-to-date insurable values of each lo- 
cation. As the investment at many locations had been built up over 
a 50 year period, establishment of insurable values presented a 
difficult problem. The fire insurance engineer, working with engi- 
neers representing the brokers and underwriters, determined from 
the comptroller’s records the original investment costs and acquisi- 
tion dates for the thousands of property items to be covered. By 
using cost index ratios especially designed for refinery equipment, 
the insurance department was able to come up with present day 
replacement values. Acceptable depreciation factors then had to 
be established in order to arrive at true insurable values. The 
depreciation formula developed has since been applied by the fire 
insurance industry to many other oil risks. 

After the establishment of insurable values, full coverage rates, 
maximum probable and possible loss potentials, and other essential 
underwriting information were determined by physical inspection 
of the properties. The final decision was to insure these properties 
on an excess of loss, or catastrophe, basis. Catastrophe fire cov- 
erage had never before been written in the domestic insurance 
market. There were, therefore, the problems of developing a policy 
form, finding a market, and obtaining coverage at a cost which 
would adequately reflect the large retention or deductible feature. 
The insurance department did develop the prototype policy, found 
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a satisfactory market, and also assisted the underwriters in obtain- 
ing the necessary approval for this type of coverage from the 
various insurance commissioners. 

That this market has been established is, of course, well known 
throughout the insurance industry. Evidence that sound proced- 
ures were followed in the development of this coverage is the fact 
that the contract is still in force despite the well publicized 
$20,000,000 loss which occurred at the Whiting Refinery on August 
27, 1955. Incidently, the insurance department was responsible for 
the adjustment of that loss with representatives of the various in- 
surers. 

Meetings are now held annually with the underwriters to re- 
view the values and establish the premium for the forthcoming 
year. These conferences have been successful because the under- 
writers are furnished with complete information concerning values, 
loss data, and fire protection improvements. The underwriters ap- 
pear particularly impressed by the color coded fire maps of each 
location which were prepared and are maintained by the insurance 
department. 

The study of the rating structure is a continuing problem. The 
rate for catastrophe coverage is influenced by the full coverage fire 
rates used by the industry which change from time to time. Con- 
sequently, it is necessary to prepare periodic studies of applicable 
rate structures in order to negotiate a reasonable premium for the 
policy. 

Business Interruption Exposures 


Another example of a problem involving the inter-play of spe- 
cialized skills is the risk of loss due to business interruption. The 
risk manager, together with his fire engineer, casualty underwriter, 
and actuary must recognize and evaluate the perils which could 
result in loss of profits; determine the facilities, both owned and 
non-owned, which could contribute to the loss; estimate the maxi- 
mum potential loss, the average loss, and the probability of occur- 
rence; and investigate markets and premiums for commercial pro- 
tection. 

In addition to these problems which are fundamentally of an 
insurance nature, answers to the following questions must also be 


developed: 


1. Should the policy include coverage for ordinary payroll? 

2. Are alternate sources of supply available? 

3. Are alternate manufacturing locations available? 

4. Would it be necessary to cortinue marketing a product at a 
loss? 

5. What effect will zoning laws, company relocation plans, and 
the availability of building materials and qualified contractors have 
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on the restoration of the damaged property and, consequently, on 
the duration of the interruption? 


These questions extend into the fields of employee relations, 
marketing, supply and transportation, purchasing, sales forecastin 
and long-range planning. It is the responsibility of the risk manager 
to secure the cooperation and assistance of other departments 
which may be required for the answers to these questions. 

If, on the basis of these considerations, it is decided to purchase 
coverage, the area of pure insurance is re-entered for the purpose of 
negotiating policy forms and rates. 

Risk managemert is not confined to the area of cost control 
alone. The risk manager and his actuaries must be qualified to 
advise management of the most efficient and economical solutions 
to the insurance problems that arise when a company considers 
either a merger of subsidiaries or the acquisitior. of another com- 
pany. In such instances, the companies involved will most probably 
have in effect benefit plans and casualty and fire programs which 
will differ in benefit levels, methods of funding, and forms of cov- 


erage. 


Pension Planning 


The following is an example of one of the insurance problems 
that was encountered when Standard recently considered the merg- 


ing of certain subsidiaries. 

One subsidiary had a pension program providing certain bene- 
fits for past and future service which were funded by means of a 
combination deposit administration and group annuity contract, 
together with a trust fund established and operated by a major 
banking institution. Another subsidiary had a pension plan which 
guaranteed a different schedule of benefits and was funded through 
the medium of a split funding deposit administration contract and a 
trust fund. 

The insurance department advised the respective managements 
as to the most equitable manner in which liabilities for unfunded 
past service credits could be assumed by the successor company, 
the manner in which the benefit schedules of the two companies 
could be adjusted so as to preserve the rights of employees in both 
organizations, and the manner in which future funding of all un- 
funded credits could be conducted so as to comply with various 
state and Federal regulations. Management was also furnished with 
the estimated benefit plan costs relative to the merger program. 
This required the reduction of the variances in benefit formulas, 
methods of funding, and mediums of funding to a form where 
management could be presented with a level comparison of all 
the benefit plan problems of these companies. 
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In addition to this specific pension problem, there is the con- 
tinuing assignment of determining funding procedures for pension 
programs, conducting negotiations of contracts with insurers, and 
preparing actuarial valuations of pension plan liabilities for tax 
reporting purposes. 

Another area in the employee benefits plan field with which 
this department was recently concerned was the preparation of 
cost comparisons which permitted management to consider the 
relative merits of an insured or a trusteed pension plan. In order 
to make these cost comparisons, it was necessary for actuaries to 
develop commutation tables reflecting the company’s own mortality 
experience, future or anticipated salary levels, rates of turnover, 
and rates of retirement. 


Other Exposures 


In the field of disability benefits Stanard was confronted re- 
cently with the choice of superimposing catastrophe medical cov- 
erage upon the existing basic hospital surgical plan or replacing the 
existing plan with a comprehensive major medical program. This 
department obtained quotations, analyzed rates and recentions, and 
utilized the company’s claims experience before making its recom- 
mendation. 

As a final example of its work, the insurance department, after 
surveying the service station casualty market, recently developed a 
new policy form sufficiently flexible to provide any dealer with 
proper liability and criminal loss protection. Through the efforts 
of a cooperative broker, a reputable insurer was persuaded to un- 
derwrite the policy for service station dealers. Although the insur- 
ance department acted throughout in an advisory capacity, it seems 
clear that without the initial impetus, underwriting information, 
and claim data furnished by this department, the policy would not 
have been developed. 

These examples have been cited in an effort to demonstrate the 
fact that an effective corporate insurance department must be 
staffed with qualified personnel who possess sufficient imagination 
to visualize new applications of insurance theories and techniques 
to the risk problems of its company. Such a department then may 
properly be described as an integrated corporate insurance depart- 
ment. 

The present trend toward the establishment of integrated in- 
surance departments in industry reflects growing management 
recognition of the effectiveness of such depart nents in the protec- 
tion of corporate assets and dollar profits. 





RECENT FEDERAL ACTIVITY IN 
INSURANCE REGULATION 
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The most important single action affecting insurance under- 
taken by the Federal government since the Southeastern Under- 
writers decision is that involving the accident and health insurance 
industry. When this is finally adjudicated, it will have far-reaching 
effects on the whole insurance industry. Rather than discuss only 
this one action, the writer would like to review briefly other actions 
that have been taken by the various branches of the Federal Gov- 
ernment in recent years. These have been five in number, the one 
previously mentioned by the Federal Trade Commission, three by 
the Anti-Trust Division of the Department of Justice, and one by 
the Securities and Exchange Commission. Three of these involve 
the agency, or production, level of the business; and the other two 
are on the company level. The agency questions will be discussed 


first. 


Department of Justice Actions 


The first action filed in the insurance field by the Federal gov- 
ernment since the passage of Public 15 was against the Cleveland 
Insurance Board on February 27, 1951.1 This is still in the judicial 
process; but a decision was handed down on August 14, 1956, on 
motions filed by both parties for a summary judgment. Judge 
McNamee held that the direct writer rule ? of the Board was illegal 
and, further, that since the so-called in and out rule * and the reci- 


1 United States District Court, Northern District of Ohio, Eastern Di- 
vision, Civil Action No. 28042. 

? This rule declares ineligible for membership agents who transact business 
for an insurance company or one of a group of insurance companies under the 
same management or control which solicits such insurance in Cuyahoga County 
from the assured either directly or through any of its employees except in 
conjunction with an agent of such insurer who is a member of this corpora- 
tion. 

’ This rule declares ineligible to membership those who are agents of or 
transact business with fire insurance companies or any one of a group of com- 
panies under the same underwriting management or control which in transact- 
ing such insurance business in Cuyahoga County does not have an agent who 
is a member of this corporation or has or appoints an agent who is not a 
member of this corporation. 


(174) 
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procity rule * have been repealed by the Board, they are moot. The 
judge denied the contention of the government regarding the non- 
deviation rule.’ In regard to the mutual rule® and the rule that 
disqualified for membership agents whose policy writing and re- 
cording expenses are borne by insurance companies, there are dis- 
putes of fact which can be resolved only upon a consideration of 
all relevant data in a hearing of the merits. A trial was ordered 
on these two points. 

The second action was that taken against the Investors Diversi- 
fied Services, Incorporated.? This firm and its subsidiaries com- 
pelled borrowers who were financing homes to purchase their haz- 
ard insurance from the lender firm. There was a great deal of agi- 
tation by local agents, particularly those in Minneapolis, for some 
sort of relief. On April 26, 1951 the Department of Justice filed a 
complaint. On June 30, 1954 Judge Nordbye issued a consent de- 
cree without any testimony being taken and without trial or adjudi- 
cation of any issue of fact or law. This decree made illegal such 
coercive practices on the part of lenders (though these coercive 
tactics are still being employed by some firms in the field of auto- 
mobile financing.) This decree greatly benefited agents and brokers 
throughout the country who were heretofore foreclosed from an 
expanding market. 

The next action was that filed against the New Orleans Insur- 
ance Exchange on January 15, 1954.8 The charges here are almost 
identical to those filed against the Cleveland Board; however, the 
New Orleans Exchange has not changed any of its rules as has the 
Cleveland Board. This case went to trial on May 7, 1956, and the 
trial was concluded on May 9, 1956. Findings of fact and briefs 
were submitted on September 25, 1956. As of the date this paper 
was prepared, no decision had been handed down by the court. 
If the government is upheld in this and the Cleveland Board action, 
it will have a great effect on many local associations throughout the 

* This rule prohibits any member of the Board from transacting fire and 
inland marine insurance business with any one having an office connection, 
physical or financial, with an agent who is not a member of the Board, except 
as to surplus business. 

5 This rule provides that membership may not be granted to, or held by, 
agents of insurers which deviate from rates established by an authority em- 
powered to determine rates for insurance risks in Ohio, unless such deviations 
are legal and, in the opinion of two-thirds of the entire Board of Trustees of 
this corporation, are not detrimental to the interests of the public. 

® This rule limits membership in the Board to agents who represent stock 
insurance companies exclusively. Representation of a mutual company dis- 
qualifies an agent for membership in the Board. 

™ United States District Court for the District of Minnesota, Fourth Di- 
vision, Civil Action No. 3713. 

® United States District Court, Eastern District of Louisiana, New Orleans 
Division, Civil No. 4292. 
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country. Those that have discriminatory provisions of any type in 
their charter, by-laws, or constitution will either have to remove 
them or go through a costly judicial process. 


Securities and Exchange Commission 


Although chronologically the accident and health episode comes 
next, consideration will now be given to the injunction asked for 
by the Securities and Exchange Commission against the Variable 
Annuity Life Insurance Company, filed on June 19, 1956. If this 
is obtained and the courts uphold it, it will mean that all life in- 
surance companies desiring to enter the variable annuity field will 
have to register with the S.E.C. This would probably have a de- 
cided effect on the decision of many life insurance companies as 
to whether or not they will enter this field (assuming they can do 
so if they choose). Again, as of this date, no decision has been 
rendered by the court. 


Federal Trade Commission 


On February 3, 1950, the Federal Trade Commission promul- 
gated a set of rules often referred to as the 1950 Mail-Order Rules. 
These rules, 24 in number, were limited in their application to in- 
surers “. . . engaged in the sale and offering for sale of insurance 
outside the State of their domicile, through the mails or other in- 
terstate communications or facilities and without the employment 
in connection therewith of any agent licensed in the State where the 
sale of insurance is promoted or in which delivery of the policy 
of the insurance is to be made.” This was the first move by the 
F.T.C. in the accident and health field. 

About the first part of the year 1954, the Chairman Edward F. 
Howrey announced a nation-wide investigation of the accident and 
health industry. This investigation was the result of a flood of 
letters from various segments of the population complaining that 
the insurance coverage they had purchased was not that which had 
been advertised. Some people have stated that the F.T.C. merely 
took these letters as they came in and bundled them up in pack- 
ages of one hundred and then totalled up the number of packages. 
It is alleged that few of the complaints were actually read, and 
some people are of the opinion that many of them came from 
cranks or other people who had some ax to grind with the insur- 
ance industry or some member of it. Nevertheless, on October 19, 
1954 the Federal Trade Commission issued complaints against 17 
insurance companies ® in this field. Between that date and Novem- 

® The American Hospital and Life Insurance Co., American Life and Acci- 
dent Insurance Co., Automobile Owners Safety Insurance Co., Bankers Life 


and Casualty Co., Commercial Travelers Insurance Co., The Commercial 
Travelers Mutual Accident Association of America, Guarantee Reserve Life 
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ber 23, 1955, 24 additional companies*® had complaints issued 
against them. Included in this list of 41 companies are some of 
the biggest in the accident and health insurance field. 

Hearings have been held on many of these complaints, and some 
have been dismissed. Others have had consent decrees issued, 
and still others have been appealed to the full Commission. One 
company has had to bear the brunt of the attack on the industry, 
that being the American Hospital and Life Insurance Company 
domiciled in San Antonio, Texas. 


American Hospital and Life Insurance Company Hearing 


After a hearing, Examiner J. Earl Cox dismissed the complaint 
against the American Hospital Company. This initial decision was 
appealed to the full Commission, and the appeal was granted. The 
ultimate decision of the Federal Trade Commission to vacate and 
set aside the initial decision and issue a cease and desist order was 
made on April 24, 1956. This decision has been appealed and is now 
awaiting trial in the Circuit Court of Appeals in New Orleans. 
Practically every segment of the insurance industry has joined with 
the American Hospital Company by filing amicus briefs. Regard- 
less of the decision, it appears certain that the decision will be 
appealed to the Supreme Court. 

A digression for a moment from the decision into some of the 
background of the people who made it appears in order. The 
F.T.C. is composed of five people, Commissioners Gwynne, Mason, 
Secrest, Anderson, and Kern, of whom John W. Gwynne is Chair- 
man. Chairman Gwynne was a Member of Congress at the time 
Public Law 15 was passed and also served on the Joint Conference 
Committee of the House and Senate which actually put together 
the disputed language of the Act. The two dissenting votes on the 
American Hospital decision were cast by the Chairman and by 
Lowell B. Mason, senior member of the Commission. The majority 
Insurance Co. of Hammond, Guarantee Trust Life Insurance Co., Illinois Com- 
mercial Men’s Association, LaSalle Casualty Company, Life Insurance Co. of 
America, Mutual Benefit Health & Accident Association, Prudence Life In- 
surance Co., Reserve Life Insurance Co., Southern National Insurance Co., 
Travelers Health Association, and United Insurance Company. 

10 Sterling Insurance Co., Combined Insurance Co. of America, Profes- 
sional Insurance Co., Service Life Insurance Co., Postal Life and Casualty In- 
surance Co., Girardian Insucance Co., Educators Mutual Insurance Co., Bene- 
ficial Standard Life Insurance Co., Fireman’s Fund Indemnity Co., National 
Casualty Co., Federal Life and Casualty Co., Inter-Ocean Insurance Co., 
Washington National Insurance Co., Craftsman Insurance Co., Massachusetts 
Bonding & Insurance Co., Lumbermen’s Mutual Casualty Co., American Casu- 
alty Co., Mutual Life Insurance Co. of New York, Liberty Mutual Insurance 
Co., National Bankers Life Insurance Co., Minnesota Commercial Men’s As- 
sociation, Illinois Traveling Insurance Co., North American Accident Insurance 
Co. and World Insurance Co. 

















178 The Journal of Insurance 


opinion was written by Commissioner William C. Kern, a new 
Commissioner who, until recently, was one of those lawyers work- 
ing on the citations of the insurance companies involving this juris- 
dictional problem. Many critics of the opinion have stated that 
Commissioner Kern should have disqualified himself because of his 
prior interest in this case. 

The decision has been discussed by many people at various 
gatherings and in the trade press. Without going into the decision 
itself, the author would prefer to discuss the probable implica- 
tions of the alternatives facing the District Court of Appeals in 
New Orleans. One point in the decision is most significant, Com- 
missioner Kern, speaking for the majority, stated that Public Law 
15 gave no new powers to the states; therefore, they could not 
regulate that which they had never heretofore regulated—interstate 
commerce. The regulation of interstate commerce was under the 
jurisdiction of the Federal government as stated in the Constitu- 
tion.!! The states never were permitted to regulate interstate com- 
merce without the specific consent of Congress. To quote Com- 
missioner Kern in the majority opinion: 


Since the Court in the South-Eastern Underwriters case had said 
that insurance sold by a company in one State to a customer in 
another state was in interstate commerce, this type of transaction 
was subject to the jurisdiction of the (Federal Trade) Com- 
mission. During the moratorium, Congress intended that the 
Commission not exercise its jurisdiction. After that period, the 
Federal Trade Commission Act was again to apply, to the extent 
that the business of insurance was not regulated by State Law. 
Since the States were given no new jurisdiction, State law could 
— the business of insurance only to the extent possible 
ore the South-Eastern Underwriters decision. And, as the 
Court recognized in that case, there were elements of interstate 
transactions which the States could not regulate.” 


This appears to the writer to be the whole crux of the decision, 
not so much whether the advertising was or was not misleading. 
If Public Law 15 is to be interpreted as the F.T.C. decided, what 
will be the application of the other anti-trust laws to the field of 
insurance? Will they also apply? Undoubtedly they would. 

Assume for a moment that the Court of Appeals upholds the 
F.T.C. decision in the American Hospital case. According to the 
Honorable Thomas R. Pansing, Director of Insurance of the State 
of Nebraska and Chairman of a committee of the N.A.I.C. handling 
the accident and health advertising problem: 

11 Article I, Section 8 (3). 


12In the Matter of The American Hospital and Life Insurance Company, 
a corporation, Docket No. 6237, pp. 67 (mimeographed copy). 
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“Virtually all of the national insurance industry is deeply dis- 

turbed by the American Hospital decision. . . . The implications 

are tremendous in importance. . . . The same language in the 

Act (McCarran-Ferguson Act) and the same construction of 

that language as has been relied upon to check the operation of 

the F.T.C. Act has likewise been relied upon by fire and casualty 
rating bureaus and insurers to afford immunity from applica- 
tion of the important anti-trust and anti-monopoly acts, spe- 
cifically, the Sherman and Clayton Acts. It follows that if the 
F.T.C. Act is fully operable even though the activities it covers 
are regulated by state law, then so are the anti-trust and anti- 
monopoly acts operable even though state rating laws effectively 
accomplish the desired ends. This would make possible and 
likely at any time the prosecution of most of the large fire and 
casualty rating and rate-fixing groups in the country, with the 
imposition of huge penalties.” '* 
Thus, the problem does not only involve the accident and health 
industry but could affect the entire insurance industry. 

However, even if this is the decision of the Court, couldn’t the 
rating bureaus mentioned by Director Pansing still function as they 
have, only changing slightly their legal structure? This would mean 
having the States involved legislate to have a State Rating Bureau, 
the work of this bureau to be done by the existing bureaus acting 
in an advisory capacity. It is perfectly legal for the state itself to 
promulgate rates and require the companies to follow them even 
if they cannot license rating bureaus to function for their members 
or subscribers. This was decided in the case of Parker v. Brown.'* 
Several states already have state rating bureaus which are com- 
pletely operated and controlled by the state, but in this suggested 
situation the state merely sets up more or less of a dummy bureau 
with the actual work being done by the existing bureaus. These 
state bureaus appear to have operated well. This possibility would 
thus eliminate some of the problems Director Pansing foresees. 
It is true that there may be some areas where the Federal statutes 
may operate in insurance; however, the principal problem would 
be in the area of rate-making. 

It is not intended to get deeply into the problem of state versus 
federal regulation here; however, that is one of the principal impli- 
cations of the American Hospital case. There has not been too 
much need for a discussion of this topic since the S.E.U.A. decision, 
but this case brings it back into the limelight. If the industry and 
the regulatory officials want to keep the present system of state 
regulation, it appears that a lot must be done. Many commissioners 

18 Regulation of Accident and Sickness Insurance Advertising, speech de- 
livered before the Section of Insurance Law, American Bar Association, Dallas, 
Texas, August 28, 1956, pp. 12-13. 

44317 U.S. 341. 
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are underpaid for their specialized type of work. Another point 
that needs looking into is the budget of the insurance departments. 
On the average for 46 states, only 4.39 per cent of the insurance 
taxes collected goes into the insurance department. In some states 
it is less than 1 per cent. The reader can draw his own conclusions. 

If something is not done by the states and the industry, the 
author feels sure it will not be too long before there is a nation- 
wide investigation of the industry. One person close to the Con- 
gress suggested that there are many Congressmen who cannot quite 
see an industry with assets of over $100 billion being outside the 
sphere of federal legislation. 

A report of the Sub-committee on Antitrust and Monopoly Legis- 
lation of the Committee on the Judiciary of the Senate,, published 
in 1955, is of interest. In its recommendations the subcommittee 
said: “The subcommittee is aware that present abuses of insurance 
are not exclusively confined to the field of credit insurance. There- 
fore, should Public Law 15 be amended or repealed?” And the 


final paragraph of this report states: 


“This subcommittee will not allow itself to be blinded by subter- 
fuge. Neither will it turn a deaf ear to those of our citizenry 
oppressed by the coercive practices related in this report. The 
citizens of Kansas and the other several States likewise are citi- 
zens of the United States. While these abuses here related con- 
tinue, this subcommittee will not forever accept ‘attempts’ at 
regulation as a substitute for regulation of the business of insur- 
ance by the States. The patience of the Federal Government 
with those who abuse the good name of insurance some day may 
come to an end.” !® (emphasis by author) 


The men who signed this report are all rather influential Sena- 
tors in Congress—William Langer, Everett Dirksen, Estes Kefauver, 
and the late Harley Kilgore. If the states and the industry do not 
take the bull by the horns, you can drawn your own conclusions 
as to what the Federal government might do in the future in the 
area of insurance regulation. 

18 The Tie-In Sale of Credit Insurance in Connection with Small Loans 
and Other Transactions, Report of the Subcommittee on Antitrust and Mo- 


nopoly Legislation of the Committee on the Judiciary, United States Senate, 
83rd Congress 2d (Washington, D.C.; Government Printing Office), 1955, 


p. 14. 
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CASUALTY INSURANCE. Revised Edition. By C. A. Kulp. The Ron- 
ald Press Company, New York, 1956. 635 pages. $7.50. 


Reviewer: Bob A. Hedges, Assistant Professor of Economics, Uni- 
versity of Illinois. 


This reviewer’s approach to Kulp’s third edition is necessarily 
conditioned by his opinion about the second edition: “An authori- 
tative work which constitutes essential reading for every serious 
student of the subject. What a shame it has never been translated 
into English.” 

This divides the discussion into two parts: the book as reading 
(1) for teachers and other “professional” students and (2) for 
undergraduates and members of the insurance business in general. 

Professor Kulp is an authority. He is a long-time and well- 
informed student and teacher of casualty insurance and a member 
of the Casualty Actuarial Society. In this reviewer’s opinion, his 
Casualty Insurance occupies the same position of “classic” in its 
area as is held by Winter in ocean marine, by Hobbs in workmen's 
compensation, and by Rodda in inland marine.' 

The third edition is a revision, definitely not a complete re- 
writing. The changes and additions are scattered through the book. 
Recent policy forms discussed include the 1954 workmen’s com- 
pensation policy, the 1955 automobile policy, broad form personal 
theft, and “multiple-line comprehensive insurance.” The format of 
the chapter on accident and health insurance has been completely 
changed, with various recent trends in coverage worked into the 
new discussions. The new family automobile policy is too recent 
to have been included, of course, but omission of the storekeeper’s 
liability policy cannot be similarly explained. 

Even more important is the up-dating of the material on prin- 
ciples, for this is a principles text.? In this category are such items 


1 This list is representative, not complete. 

2? This statement represents the opinions of both this reviewer and of 
Dean Kulp (see his “Preface”). It is a publishing anomaly that Kulp’s study 
of principles is called simply Casualty Insurance, while Michelbacher’s collec- 
tion dealing with casualty insurance companies’ organization and operations, 
practices and problems, is actually entitled Casualty Insurance Principles 
(McGraw-Hill, 1942.) 

(181) 
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as a new paragraph in the evaluation of Heinrich’s loss-prevention 
technique (pp. 88f, 3rd ed., cf., p. 74, 2nd ed.); insertion of ma- 
terial on New York’s new compulsory automobile insurance law 
into the discussion under the heading, “Criticisms of the Massachu- 
setts System”; the addition of sections on “Unsatisfied Judgment 
Funds” and “Impoundment Statutes” (but, surprisingly, not on un- 
insured motorist insurance ). 

The most extensive revision required by events in the past 14 
years was in the chapter on regulation, for the second edition ante- 
dated the S.E.U.A. decision and Public Law 15. Another, lesser, 
change appears in the section on underwriting problems in work- 
men’s compensation. This change has been traceable to the fact, 
Kulp notes, that “developments of the last decade and longer have 
been so favorable in general as to make compensation underwriting 
a half-forgotten problem.” * 

An addition not necessitated by changes through time is a sec- 
tion on “Automobile Liability Underwriting Problems.” Another 
is found in the final seven pages of Chapter 3, “Casualty Insurance 
Policies,” of which the most noteworthy section is “Casualty Under- 
writing Principles and Techniques.” 

Dean Kulp notes in his “Preface” that he has dropped the chap- 
ter on credit insurance—a change which disturbs this reviewer not 
a whit. Nor is he concerned over the other omissions mentioned in 
the preface—none of which represented changes from the previous 
edition. But the reviewer remains sorry that the Dean has never 
seen fit to include material on surety in this book. After all, most 
courses, whether college or professional, include surety if they 
include casualty. And separate textbooks are expensive. 

This reviewer has long felt that the best parts of Dean Kulp’s 
work were those which related his subject to its general setting— 
its social, economic, political, and psychological environment. One 
way of characterizing the virtues of this book is to note that this 
reviewer finds more suggestions for good research or thesis topics 
in it than in any other current work in either fire or casualty in- 
surance. Kulp’s writing is—or should be—provocative of a great 
deal of thought. The serious student, the advanced student, the 
teacher have reason to be grateful. In the third edition, many 
changes and additions emphasize this quality even more: See the 
new sections on underwriting, the rewrite of the chapter on regula- 
tion, and the expanded discussion on industrial accident preven- 
tion. 

Another example is furnished by a third edition change not pre- 
viously mentioned: the expansion of the discussion on rehabilitation 
benefits and practices in workmen’s compensation (pp. 113-120). 
Consider the potentials for study in the following important mat- 


3 Pp. 151f. 
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ters, raised in only the first two of these approximately seven pages: 
The possible social as well as medical objectives of rehabilitation; 
the type of facilities and personnel needed for rehabilitation; and 
the adequacy or inadequacy of present rehabilitation services and 
the means for supplying them; the problems of motivation—finan- 
cial and non-financial—in rehabilitation. 

The breadth of Dean Kulp’s view is almost breath-taking. No 
interested reader of his words should come away from them with- 
out an acute awareness of both the quantity and the quality of inter- 
action between insurance and its problems and the general world 
and its complexities. 

This reviewer is tempted to extend discussion of this book’s vir- 
tues to exhaustive length in order to present them in a space pro- 
portionate to their importance, especially as compared with this 
book’s limitations or vices. For these last, too, are present, and re- 
quire more than brief consideration. They relate, of course, to the 
book’s clarity and ease of understanding. 

The third edition does seem to show improvement in this area. 
After first browsing through the new version, the reviewer re- 
marked to his two adult classes in C.P.C.U. Part I that the book 
seemed to have been made more readable. Members of both classes 
responded to the effect that they found the present edition most 
unreadable and expressed doubt that it could have been more diffi- 
cult before. And this was and is the big problem with this book. 

Improvements have been made. In the second edition, in Chap- 
ter 3, the following headings appear, all of them being of equal 
weight—not a topic and subheads: 


Types of Casualty Insurance Policies 
Basic Hazard 

Scope of Hazard 

Method of Allocating Insurance 
Effect of Loss 


But the discussion makes it clear that the final four present different 
ways of classifying casualty insurance policies as to type. The third 
edition changes this arrangement to main head and subheads: 


Kinds of Casualty Insurance Policies 
Scope of Hazard 
Treatment of Large and Small Loss 
Method of Allocating Insurance 
Continuous or Noncontinuous Insurance 


Quite apart from any gain accruing from changing the topics them- 
selves, the new arrangement is much more helpful to the student in 
his problem of organizing the material for thought. 

Unfortunately, not all such changes are really improvements. 
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A little earlier in the same chapter, the previous edition presented 
the following arrangement of topics: 


— Legal “eatures of Casualty Policies 
Offer and Acceptance 
Warranties and Representations 

Indemnity versus Pure Insurance Contracts 

Endorsements 

Legality of Object 
Now, as Dean Kulp himself notes, the “principal legal features of 
casualty policies” considered simply as contracts (which is the way 
he considers them under this particular heading) are (in brief) 
offer and acceptance, consideration, legality of object, and capacity 
of parties. Having been told this, the student finds “warranties 
and representations” lifted to an equal status with one member of 
this list (“offer and acceptance”) while another member of the 
basic list is shunted off as though it were an entirely different and 
unrelated topic. The well-organized reader must bring the discus- 
sion together in proper relationship; the reader not so well organ- 
ized loses track of what is going on. 

The third edition’s rearrangement is not really better: 


Principal Legal Characteristics of Casualty Policies 
Offer and Acceptance 
Warranties and Representations 
Indemnity versus Pure Insurance Contracts 
Legality of Object 
Frankly, it is hard to see how this arrangement came about. Why 
do the correlative subjects of “offer and agreement” and “legality 
of object” get such different and physically separated treatment? 
“Warranties and representations,” as Kulp discusses them, are sub- 
topics of “offer and acceptance” (an approach which the reviewer 
admires ); “indemnity versus pure insurance” deals with problems 
of insurable interest and gambling, which are related to “legality 
of object.” “Endorsements” as a topic seems completely out of 
place here. In short, the arrangement not only fails to help the 
student; it probably confuses him. 

Another deficiency in the arrangement of headings is that too 
often there are overly-long times “between drinks”: The heading, 
“Rehabilitation Benefits” is the only break for seven pages; in Chap- 
ter 9, “Criticism of the Massachusetts System” runs even longer, 
and “Automobile Compensation Insurance” for nearly as much, and 
so forth. This practice, minor in itself, does serve to compound the 
over-all difficulty. 

But the fundamental cause of the lack of readability lies in the 
individual sentences and paragraphs. The Dean is highly literate, 
and, as has been seen, his best sections are solidly packed with 
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ideas. These two qualities have much to do with the lack of read- 
ability of his book. He juggles subordinate clauses, participial 
phrases, and parenthetical expressions (set off by quotation marks 
or dashes as well as by actual parentheses) with nonchalance. 
Readers not supplied with equal erudition encounter trouble. 

And if you had some trouble with that last sentence, you under- 
stand the problem. The causes of the difficulty in this textbook, 
together with illustrations from the book itself, are these: 


1. Multiplicity of phrases and clauses, particularly when 

accompanied by a lack of commas: 
“The close interdependence of classification, exposure unit and 
exposure criteria is suggested if one assumes that risk size were 
substituted in workmen’s compensation as the basis for classi- 
fication but within each classification dollars of payroll were 
retained as the exposure unit.” (p. 460). (This is the sort of 
thing that leads one to long for “a translation into English.” ) 

2. Juxtaposition of ideas, especially without explanation: 
“A policy year represents the experience on all policies written 
during a twelve-month period; that is, it covers 24 calendar 
months.” (p. 470) (That one will slow the thinking student 
down! And it teaches the not-so-thinking student nothing. If 
the paradox is explained earlier in the same chapter, this re- 
viewer missed the place. ) 

3. Vocabulary, especially in the context of complicated sen- 

tences: 
“Since monopoly funds often pursue a policy of pitching pre- 
miums close to expected net costs and can recover premium de- 
ficiencies in a later period, there is no way to judge except by 
the empirical test whether they are running too close to the 
financial margin for comfort and maximum operating effective- 
ness.” (p. 447) (Most of the words are only mederately difficult 
when taken individually, but their cumulative effect is deadly. 
An exception: ask one of your classes what the word “empirical” 
means! ) 

4. As noted, Dean Kulp is addicted to parenthetical expres- 
sions. Closing a copy of the book, then letting it fall open, the 
reviewer got pages 340-341. Four paragraphs start on these 
pages. Even if one counts only those parenthetical expressions 
which are actually in parentheses, there are three in the first 
paragraph, two in the second, one in the third, and two in the 
fourth. This is too many for easy reading. 


The toughest reading in the book is in the rating chapters. Ad- 
mittedly, they deal with an inherently complex subject. But the 
sentence construction found in examples 1 and 2 above, is not neces- 
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sary in explaining it. Such items only serve to heighten the con- 
fusion. 

The clearest writing in the third edition is in the new sections. 
Except in the case of parenthetical expressions, no sentences could 
be found in the new parts to serve as examples of the book's diffi- 
culties. Thus, in this respect, too, the new version represents im- 
provement. Unfortunately, much of the book was not thoroughly 
re-written. 

The reviewer still has his doubts about the usefulness of Casu- 
alty Insurance as an undergraduate text. Two solutions seem pos- 
sible: One can use something else as the basic text and assign “out- 
side reading” in Kulp to get his excellent treatment of underwriting 
problems and of the social viewpoint; or one can use Kulp’s book 
as the text and assign outside reading to explain it. Neither solution 
is especially attractive. 

Teachers of C.P.C.U. classes, who have no choice in texts, can 
expect to continue to hear complaints about the difficulty of the 
reading—and can continue to hope that, despite this, some of the 
Dean’s breadth and depth of discussion will provoke some real 
thought on the part of the insurance men exposed to him. 

For themselves, teachers (and other serious students) have no 
choice: This work continues to be a “must.” 


ESTATES AND TRUSTS. Revised Edition. By Gilbert Thomas Stephen- 
son. Appleton-Century-Crofts, New York, 1955. 450 pages. $5.00. 


Reviewer: Kenneth L. Black, Professor of Law, University of Flor- 
ida. 


The original textbook was published in 1949. Since that time 
the Powers of Appointment Act of 1951 and the Revenue Code of 
1954 have been adopted, and the present revised edition brings the 
text up to date with respect to this tax legislation. This book, al- 
though written primarily as a text, contains excellent basic informa- 
tion for the advanced college student or the layman who is possessed 
of an estate. The reader will be able to obtain the information that 
he must know about estates and trusts. With this fundamental 
information he will be able to intelligently accumulate property 
and build his own estate and at the same time avoid many of the 
common pitfalls that the uninformed estate owner inadvertently 
stumbles into. 

The book is written in Stephenson’s usual facile and lucid style. 
The first chapter of the book discusses property in general, pointing 
out the different types of property and the various manners in which 
it can be held. In most instances the author gives illustrations or 
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examples so that the layman will understand at least the basic 
concepts of this extremely technical subject. The author primarily 
discusses the gratuitous acquisition or transfer of property. For 
example, the second through the fourth chapters discuss the distri- 
bution of property in the event of the death of the estate owner. 
These chapters, respectively, cover the distribution of property in the 
event the estate owner dies without a will, distribution of prop- 
erty in the event he dies leaving a will, and finally an outline of 
the manner in which estates are settled during the administrative 
process after the death of the estate owner. 

Chapters five through eight deal primarily with the administra- 
tion and management of the estates of living persons. However, 
chapter five discusses guardianships which are often the sequel to 
the settlement of an estate even though a guardian is concerned 
with the management of a living person’s property. As the author 
explains, the guardianship is somewhat like a trust, but it is not 
technically a trust. Succeeding chapters describe and outline the 
use of the testamentary trust, or a trust set up under the will, the 
living trust, which is restricted to the personal trust created by an 
individual during his lifetime, and the life insurance trust. This 
latter type of trust is discussed from the standpoint of both personal 
and business trusts. 

Several chapters in the book cover the administration of the 
trust together with the fundamental concepts that are necessary 
for an understanding of the modern trust. Powers of appointment 
are discussed in a separate chapter. The fundamental principles of 
agency are adequately covered for the layman, and the difference 
between a fiduciary and an agent is completely set forth. The book 
describes the principal capacities in which persons serve in con- 
nection with estates and trusts, such as the administrator, executor, 
guardian, trustee, donee of the power of appointment, and agent. 
These chapters are followed by a discussion of fiduciary principles 
that must guide the above named legal representatives in the hand- 
ling of the property that they hold for the heirs, distributees, de- 
visees, legatees, wards, beneficiaries, and principals. The author 
then describes the powers that can be used in the administration 
of various types of estates along with the type of investments that 
can be made by fiduciaries. 

A chapter discusses taxes, but no attempt is made to give an 
exhaustive treatment of this subject. The author simply states the 
various types of taxes with which a fiduciary must concern himself 
and explains his definite duties and powers regarding each of the 
five various kinds of taxes involved. This chapter does contain 
various will and trust provisions pertaining to taxes together with 
the application thereof to the executor and trustee. The author in- 
cludes in his textbook an excellent chapter on estate planning and 
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the meaning thereof, together with an outline of the fundamentai 
principles that are important to the estate owner, particuiarly the 
one who is presently in the process of building an estate. Trust 
business as a business is described to give the layman some idea of 
present day trust operation, particularly by a corporate institution. 

The book has an appendix which contains illustrations of a will, 
a living trust agreement, a personal insurance trust agreement, a 
business insurance trust agreement, a managing agency agreement 
for securities, together with material explaining why various types 
of clauses may be used in transfer instruments. 

The book has been provided with an excellent index and bibli- 
ography. The reviewer uses the author’s two books encompassing 
the drafting of wills and trust agreements, specifically, the volume 
on administrative provisions and that on dispositive provisions and 
recommends the use of these two books to attorneys and students. 
Because of this the reviewer must admit to a certain bias in favor 
of the author in evaluating Estates and Trusts as a teaching tool. 
The revised edition is recommended to acquaint not only the 
mature college or university student with what he should know 
about estates but to assist the lay individual who has estate prob- 
lems. There is no question that the information contained in this 
book is such that it is most important as basic background knowl- 
edge for anyone who is desirous of learning about the accumulation 
of property or the building of an estate. 


INSURANCE AND ECONOMIC THEORY. By Irving Pfeffer. Richard 
D. Irwin, Inc., Homewood, Illinois, 1956. 213 pages. $4.00. 


Reviewer: Kurt F. Flexner, Assistant Professor of Economics, New 
York University. 


The author of this volume is critical of the static approach tra- 
ditionally employed in the analysis of insurance theory and joins the 
growing ranks of economists who believe that useful economic 
analysis requires a dynamic framework. Although this book is rela- 
tively brief, consisting of 213 pages, of which 149 are devoted to 
the topic of insurance and economic theory and the remainder to 
an appendix on probability theory, a bibliography and an index, 
Dr. Pfeffer has succeeded in treating a complex subject without 
superficiality. 

The book is divided into two major parts: an analysis of the 
insurance concept and a study of the role of insurance in micro- 
economic theory. Dr. Pfeffer rightfully believes that it is not possi- 
ble to build a dynamic foundation for insurance theory until the 
concept of insurance is generically defined. He criticizes the 
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present definitions of insurance for being too limited in scope, 
stressing generally only a particular aspect of insurance. Legal 
definitions stress the indemnity factor, historians concentrate on 
the institutional development of insurance, textbook writers accent 
the actuarial aspects of insurance, and the government, because 
of its power to tax and to subsidize, suggests the risk bearing ele- 
ment of insurance. Dr. Pfeffer analyzes each of the existing classes 
of definitions and emerges with what he believes is a genuine 
concept of insurance. He defines insurance as a “device for the 
reduction of the uncertainty of one party called the insured, through 
the transfer of particular risks to another party, called the insurer, 
who offers a restoration at least in part, of economic losses suffered 
by the insured.” This definition lends itself to economic analysis 
because it is essentially based on risk and uncertainty. 

Having arrived at this definition, Dr. Pfeffer proceeds to survey 
the field of static and dynamic theory in respect to time expecta- 
tions. He finds that static and stationary economic theories abstract 
from the temporal elements of uncertainty and are, therefore, in- 
applicable to insurance analysis. He believes that the failure of 
economists to explore the economic implications of insurance was 
due to the “fallacious faith” students of insurance have had in the 
perfection of an actuarial science, which in his opinion was respon- 
sible for retarding the development of an adequate dynamic basis 
for insurance analysis. 

In choosing a dynamic foundation for insurance theory, Dr. 
Pfeffer holds that it is essential that the appropriate dynamic model 
be selected. The Hicksian model based on dating cannot be used in 
its present form, partly because there is no known way of translat- 
ing Hick’s “week” into calendar time. The institutional dynamics 
of the J. M. Clark type creates problems, for in spite of its realism 
in regard to economic changes it does not lend itself to the appli- 
cation of statistical techniques. 

Dr. Pfeffer suggests that the dynamics of the Frisch-Samuelson 
type is probably best suited for insurance analysis. Time is em- 
ployed so as to imply a process of economic change; and although 
qualitative changes are excluded in this model (since all variables 
are clearly indicated ), the time period is comparatively short, which 
prevents the deterioration of the assumptions in the model. 

The relationship between the time period of a dynamic model 
and the insurance function emerges in Dr. Pfeffer’s analysis as a 
significant economic phenomenon. All plans are always made in 
respect to a definite economic horizon beyond which complete un- 
certainty prevails. The nearer one is to the starting point of a plan 
the more data there are in respect to one’s wants and the condi- 
tions likely to influence one’s efforts to satisfy them. Insurance, 
insofar as it is a guarantee against specific losses, decreases the 
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degree of uncertainty and shifts the economic horizon farther 
into the future, enabling the household or the firm to make longer 
plans. 
Dr. Pfeffer shows that regardless of the theoretical model em- 
ployed, insurance reduces the risk factor in uncertainty and there- 
fore removes some of the obstacles to economic action. He cites 
several examples. Insofar as insurance enables households and 
firms to hold smaller reserves for contingencies, it helps to increase 
their supply of funds available for consumption or investment. Dr. 
Pfeffer calls this the income-producing function of investment. The 
role of insurance in “greasing” the credit mechanism is another 
example of its place in production. Consumer credit is undoubtedly 
more easily available through the use of life insurance. 

Insurance is also a device for reducing the uncertainty factor in 
regard to estate planning, and its role as a guarantor cf property 
values is equally important. By decreasing the uncertainty factor 
in production, consumption, and income planning, it plays a signi- 
ficant role in the use of resources. 

So far as distribution theory is concerned, Dr. Pfeffer is less 
‘certain of the role of insurance. He holds quite rightly that because 
of its dependence on time expectations, insurance has no place in 
marginal productivity theory, which is essentially timeless. 

Although uncertainty has no place in the pure theory of distri- 
bution, its place in profit or net income determination is obvious. 
Dr. Pfeffer’s analysis does not extend into such cases, but neither 
does it exclude them. A bank, for example, required by law to 
maintain loss reserves, which it derives from its net income, is insur- 
ing itself against uncertainty. 

Dr. Pfeffer has succeeded in clarifying the relationship of in- 
surance to uncertainty, and this is useful since much economic 
thinking is developing along dynamic lines. His analysis touches 
upon a good many relevant problems and suggests the way for 
more intensive study. 

His criticism of actuarial methods as a basis for insurance is 
perhaps a little severe. Although actuaries base their calculations 
on “exact” data, the premiums paid for insurance are an indicatior 
of their awareness of uncertainty. Premiums are composed of two 
elements: the risk part and the uncertainty part. Risk can be cal- 
culated, but uncertainty cannot be determined on the basis of 
present knowledge. Since it is wise to overestimate uncertainty, 
life insurance companies generally return annual dividends to their 
policyholders. 

Dr. Pfeffer’s book does not actually add either to the knowledge 
of economic theory or to the knowledge of insurance theory, but 
it does make a valuable contribution to both in linking them to- 
gether in a scholarly and original manner. 
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FIRE AND PROPERTY INSURANCE. By William H. Rodda. Prentice- 
Hall, Inc., Englewood Cliffs, New Jersey, 1956. 548 pages. $6.00. 


Reviewer: Kenneth W. Herrick, Professor, Texas Christian Univer- 
sity. 


This book recognizes the fundamental differences that exist 
between liability insurance and insurance against hazards that have 
their immediate impact upon property itself. Author Rodda’s prin- 
cipal concern is with the latter type of coverages, although prac- 
tical considerations necessitate a discussion of a few types of 
liability insurance written by fire and marine insurers. The book 
consists of 28 chapters, averaging approximately 20 pages each; 
and the areas of insurance covered are fire, ocean and inland 
marine, automobile and aircraft physical damage, boiler and ma- 
chinery, glass, and losses from crime. 

Contrary to the advertisements, the approach is predominately 
line rather than functional. This in no way detracts from the excel- 
lence of the work, but is simply a correction of fact. There are a 
few chapters, such as those appearing at the end of the book, on 
company operations, reinsurance, and regulation, that are func- 
tional; but there is no attempt to employ the functional approach 
extensively as evidenced by the lack of chapters treating rate mak- 
ing, underwriting, claims, and so forth, except as they pertain to one 
line of insurance, viz., fire. 

This is an extremely practical book written in a non-technical 
fashion and is geared to the layman or a person just entering the 
insurance business. The author’s clarity of style makes it most read- 
able, and the reviewer has seldom read an insurance work as well 
written. The ease and simplicity with which Rodda is able to cover 
the facets of his subject without sacrificing accuracy are a revelation 
and assure widespread popularity for the book. A minor factor, but 
one that greatly facilitates reading, is the limited use of footnotes 
except to cite sources. 

Chapter II on the Law of Contracts is particularly good and 
gives the reader an excellent grasp of the fundamental legal aspects 
of insurance so necessary to an understanding of insurance opera- 
tions. The book has the advantage of including within its scope 
the latest developments in the field. However, the chapters on fire 
legal liability and multiple line policies are particularly weli done. 
There is mention too of the deductible in fire insurance. The chap- 
ter on loss adjustment is confined to fire losses which leaves some- 
thing to be desired, but at the same time the author is to be com- 
mended on avoiding intricate minutia. For example, the Page and 
Cromie rules are explained and the Kinne and Limit of Liability 
rules are mentioned, but there is no attempt to probe the incon- 
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sistencies and complexities of these latter two. The chapter on 
rating is also restricted to fire insurance. Here, especially, Rodda 
makes valuable use of his ability to explain a complicated topic 
simply and accurately. The discussion of schedule rating is handled 
superbly. 

Throughout the book the author not only describes the various 
topics lucidly, but also explains the “why” very logically, too. This 
he accomplishes in an objective manner, presenting both the pros 
and the cons of debatable practices. His treatment of loss settle- 
ments under the extended coverage endorsement is typical of the 
method employed consistently in the book. 

The reviewer's principal criticism of the book is that it is too 
brief on some topics: e.g., types of companies, intra-company or- 
ganization and functions, financial aspects of insurance companies, 
and marketing. The marketing of insurance is a dynamic topic and 
one filled with controversy. Yet despite the fact that the trade press 
is flooded with articles on the marketing of insurance Rodda men- 
tions it only briefly. The nature of insurance company investments 
is virtually ignored, and the word investments does not even appear 
in the index of the text. Only two pages were devoted to the topic 
of insurance company reserves. 

From an organizational point of view, it is the reviewers opinion 
that the first chapter is the author’s weakest. Anything could be 
discussed under the chapter title “Insuring Against Risk of Loss,” 
and the author attempts to discuss too many facets of insurance 
in too few pages. Moreover, of the 14 pages in chapter I, almost 
half are devoted to the subject of rates, a topic that is best deferred 
to a later chapter. 

The topic of loss prevention receives a bare mention on page 
15, and the history of insurance is covered in two paragraphs. 
Although the financing of premiums is referred to there is no men- 
tion of AFCO’s operations. 

The discussion of loss adjustments as it pertains to real property 
is satisfactory; adjustment of personal property losses is all but 
omitted. Furthermore the reader would have difficulty finding what 
was meant by the very important phrase “actual cash value.” The 
index refers to “value,” and under “value” there is nothing on 
“actual cash value.” However, determination of “actual cash value” 
is discussed briefly in Chapter I under the heading of “Principle 
of Indemnity.” 

To illustrate loss settlement involving two different policies with 
different deductible amounts, the author uses a $50 deductible 
and a $100 deductible with two policies that are for equal amounts. 
The answer is that the actual deductible is $75. This leaves one 
wondering how such a loss is settled when the policies are for differ- 
ent amounts. 
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The overall excellence of the book far outweighs the minor 
criticisms which have been mentioned. Would that more authors of 
insurance texts had Rodda’s skill of expression and clarity of style. 
This is a book that will undoubtedly prove popular for many years, 
and one the reviewer would heartily recommend and eagerly adopt 
for a course covering property insurance other than liability. 


LIFE INSURANCE FACT BOOK. Institute of Life Insurance, New York, 
1956. 112 pages. Single copies available without charge. 


Reviewer: Robert I. Mehr, Professor of Economics, University of 
Illinois. 


The Institute of Life Insurance was formed after the Temporary 
National Economic Committee investigations demonstrated the 
need both for adequate statistics about life insurance and a method 
of presenting them to the layman so that he can understand and 
use them. The Institute is the public relations arm of the life insur- 
ance business and has as its principal function the spreading of 
knowledge about the business toward the end of encouraging a 
“better” public understanding of it. Since sound public relations 
must rest on sound facts, the Division of Statistics and Research of 
the Institute was formed to gather and interprete basic information. 
Through the work of this division, more statistical data about the 
life insurance business are available than about almost any other 
business. The Institute is the principal source of information (and 
in many cases the only source) for life insurance data published in 
the Survey of Current Business, The Federal Reserve Bulletin, The 
World Almanac, and The Economic Almanac. 

For more than a decade, the Fact Book has provided up-to-date 
life insurance information to gentlemen and scholars (more than 
enough for gentlemen; somewhat inadequate for scholars.) Its 
users are enabled to translate the business of life insurance from 
an abstract to a concrete form and to watch it grow and develop 
from year to year. 

Although the volume has a dull title (nothing can be more 
matter-of-fact than a fact book), it actually is interesting reading, 
even for one not searching for a given fact. Of course, there is no 
plot, but there is sex and plenty of it. It starts with sex (p. 5: 32% 
of life insurance policyholders are women); ends with sex (p. 97: 
U.S. women have a life expectancy at birth of 72.9); and has sex in 
the middle (p. 49: 127,400 U.S. women are employed in the life 
insurance business.) To facilitate quick references generous use is 
made of attractive charts in contrasting colors (like automobile 
license plates the colors vary from year to year) and of neat!y 
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arranged tables. The text material is so simply written that even 
the typical American college student will not be plagued with 
words requiring the prompting of a standard dictionary (perish 
the thought! ). And the cover itself is attractive with its own public 
relation message—two handsome, healthy, well-dressed (and no 
doubt well-insured) American families (one headed by an unusu- 
ally intelligent person wearing glasses) in the forefront of a typi- 
cally prosperous American town untouched by foreign idealogies 
such as compulsory health insurance. 

A great deal of factual information is contained behind its green 
door—a good deal of which is useful. A check of the pages indi- 
cates that 103 million Americans are insured for $372 billion at an 
annual cost, including investment income, of $16.5 billion, with 
an aggregate reserve value of over $75 billion. Whole-life insurance 
remains the most popular type of insurance representing about 50 
per cent of all insurance in force. Term, representing about 37 per 
cent, is next in popularity. Group insurance represents the fastest 
growing kind of life insurance having increased 4% times over 
the past 10 years and comprising more that 30 per cent of all 
insurance in force. Mortgages, the major investment media, make 
up 32.6 per cent of life insurance company assets. The recent rise 
in the stock market brings stocks up to 4 per cent of assets, an all 
time high of recent years. U.S. government securities have dropped 
to 9.5 per cent, a sharp 10 year decline from the 45.9 per cent high 
of 1945. This reviewer could go on citing interesting facts con- 
tained in this book until he loses all of his readers. Why get second 
hand what can be had from the book itself? 

Suffice it to say that much of the material is published in aggre- 
gates and at best measures growth and trends, giving little basis 
for making qualitative judgments, although the Institute writers 
cannot resist the temptation to do so. For example, the opening 
paragraph states, “American families are giving the world a demon- 
stration of the effectiveness of voluntary family security achieved 
through individual initiative, and the 1955 record of life insurance 
added a significant chapter to the story.” Even armed with wishful 
thinking, this reviewer could find no data in the volume which 
would substantiate these conclusions, and was relieved to find the 
statement on page 7 that “it is evident from these figures that there 
are still large numbers of American families who do not yet have 
adequate life insurance protection.” This latter conclusion resulted 
from the observation that American families on the average are 
insured for less than 17 months disposable personal income. 

An attempt at a breakdown of figures into patterns of family 
ownership is made on pages 14-16 from data collected for the 
Institute by the Survey Research Center of the University of Michi- 
gan, No statistic can be more accurate than the method used in 
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ascertaining it. It is good practice to be cautious in using the 
results of “nation-wide surveys” especially when no information is 
provided as to the statistical techniques used in reaching the final 
figures. It is certainly not unheard of for a “highly-respected” 
survey to be winked at by the cognoscenti who want to protect the 
reputation of the widely publicized survey technique as an instru- 
ment of research. Professional researchers like actuaries and doc- 
tors must stick together for the good of the profession. 

Certain other of the statistics presented at best are estimates 
based on a sampling process, but since presumably the same 
methods are used each year, the trends indicated are quite accu- 
rate. At any rate, for whatever it means, the Institute’s figures are 
good enough for the Survey of Current Business, The Federal Re- 
serve Bulletin, The World Almanac, and so forth, and seem to be 
the best available. They can be used by writers, teachers, and 
public speakers without fear of being “found-out.” 

From the point of view of the academician, the principal defect 
of the Fact Book stems from its design as an instrument of public 
relations. The data gatherers and fact finders are inhibited as to 
the information they can print. The slogan “all the news that’s fit 
to print” presumes a standard of fitness which restricts the informa- 
tion to that data which either are favorable to life insurance or are 
capable of being interpreted in a favorable light. At least it rules 
out data which on the surface obviously are unfavorable, and so 
represents a lost cause for its propaganda purpose. Lest one suspect 
that the word propaganda is used here as an indictment of the 
Institute, it should be pointed out that the word is used in its 
derivative sense (College of Propaganda organized by Urban VIII 
(1623-44) to educate priests for missions) to mean an organized 
effort to spread particular information. The Institute would be 
the first to admit to doing missionary work for life insurance, seek- 
ing converts by spreading the gospel. That is why it was formed. 
And, like all smart missionaries, it is selective as to the information 
it spreads. 

Only one or two examples are necessary to show how well the 
Fact Book helps to perform the mission of the Institute. Interested 
readers no doubt will find other examples which they might find 
more amusing. Lapses and surrenders are discussed on page 44. 
Two items strike this reviewer: (1) The absence of a breakdown 
showing the lapse ratio for industrial insurance. Instead only one 
lapse ratio is given and that for ordinary policies. For some reason, 
this is restricted to the companies writing 80 per cent of the ordi- 
nary and group business in the United States. Some of the older 
issues of the Fact Book included the industrial insurance lapse rate. 
This rate has gone as high as 27.9 per cent and generally runs 3 
to 4 times higher than the ordinary rate. The newer issues of the 
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Fact Book dodge the question simply by pointing out that “the 
rate for industrial policies . . . exceeds that for ordinary insurance.” 
(2) The selection of policies in force 2 years or more as a dividing 
line and then showing the lapse rate for policies in force 2 years 
or more while neglecting to show the lapse rate for policies in 
force less than 2 years. The fact that the lapse ratio is 2.5 per cent 
for policies in force two or more years and 3.8 per cent for all 
policies in force indicates that perhaps the lapse rate in the first 
two years is too high to publish. The whole question of early 
lapses is dismissed with the statement that “a proportionately 
greater number . . . occurs in the early years of the life of the 
policy,” whatever that means. 

The discussion of cost factors on pages 54-56 seems inadequate 
and misleading. Just what does it mean that “the 1955 ordinary 
insurance policyholder death rate was 6.0 per 1,000 compared with 
7.9 ten years before?” What about the age distribution of pclicy- 
holders and the proportion of newly selected lives? What about 
some basic data showing mortality gains, that is the excess of tabu- 
lar over actual mortality experience? The net rate of interest earned 
on investments is helpful to show trends. But here again, how 
about some data showing the difference between assumed and 
actual interest earnings? The earnings based on market values 
rather than admitted values also could prove interesting. Figures 
relating to operating expenses could be made more useful by a 
breakdown between acquisition costs and general administrative 
cost. An attempt is made to do this on page 52. Commissions to 
agents is shown as taking 7.7 cents out of every dollar of life insur- 
ance company income. Included in the income figure is 18.6 cents 
of investment income. No one interested in making even a super- 
ficial analysis of the cost of marketing life insurance could do so 
with the operating cost figures presented on pages 52, 54, and 56 
of the volume. Actually what does it mean to find that “the 
1955 combined ratio (operating expense) for all U.S. life insurance 
companies was 16.9 per cent, down slightly from the figure of 17.1 
per cent of the year before?” 

But the users of the Fact Book should not become disturbed. 
Ministers of the gospel will tell you much more privately than they 
would feel free to say from the pulpit. So it is with Institute. Its 
Division of Research and Statistics has a wealth of data which is 
available upon the asking. So, if you don’t see what you want, 
ask for it. The Fact Book puts it thus: “As the years go by, more 
and more factual information is being accumulated about life 
insurance and related topics. Since there is never enough room to 
put it all in the Fact Book, we are always glad to answer requests 
for any additional data we might have.” And this reviewer can 
testify that they mean what they say. 
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Let it be said in summary that from a mass of facts and figures, 
the boys from Madison Avenue have built a fine structure of life 
insurance information. While it takes a skilled artisan to build a 
structure, any jackass can kick one down. In spite of all of the kick- 
ing and braying of this review, the Fact Book remains only slightly 
dented. It is a fine source book for all of us interested in factual in- 
formation about the life insurance business. This reviewer, for one, 
would not be without it in his work. 





SELECTED INSURANCE ARTICLES* 


COMPULSORY AUTOMOBILE LIABILITY INSURANCE—WHAT'S ALL THE 

FUSS ABOUT? An article appearing in Minutes, the house pub- 
lication of the Nationwide Insurance Companies, Columbus, 
Ohio. 
Summary: This article attempts to present objectively the various 
arguments on both sides of the compulsory automobile liability 
insurance picture. A dozen of the major issues are presented with 
the arguments for and against carefully explained. The stated 
reason for this article is simply to present both sides of the con- 
troversy so the reader can make up his mind or, as the article 
states, “better yet, keep his mind open.” 


COMPULSORY AUTOMOBILE INSURANCE. By A. L. Plummer. Best's 
Insurance News (Fire and Casualty Edition), June, 1956. 


Summary: A review of some compulsory automobile insurance 
plans which certain states and Canadian provinces have proposed 
or adopted for protection against uninsured motorists. The author 
suggests that most insurance companies would prefer an un- 


insured motorist coverage which could be extended to all states. 


THE FACTS ABOUT COMPULSORY AUTO INSURANCE. By John R. 
Crunelle. The American Agency Bulletin, November, 1956. 


Summary: While compulsory automobile insurance laws may 
remove the financially irresponsible motorist from the highways, 
only security type safety responsibility laws will eliminate the 
physically and mentally irresponsible motorists who cause the 
accidents. A better understanding and enforcement of these laws 
by the courts, coupled with reciprocity agreements between 
states, would also help. 


THE UNINSURED MOTORIST ENDORSEMENT. By Henry S. Moser, 
Vice President, Allstate Insurance Company. Insurance Law 
Journal, November, 1956. 


* Reviews were submitted to the Periodical Editor by the following per- 
sons: George L. Almond, The Ohio State University; Ron Burke, The Uni- 
versity of Oregon; Theo F. Cox, North Texas State College; Barbara Kamm, 
The University of Oregon; E. B. Larson, The University of Wisconsin; John 
Douglas Long, Indiana University; Raymond E. Nelson, The University of 
Wisconsin; Philip M. Pearl, Illinois Wesleyan University; Robert E. Rogers, 
The University of Oregon; Charles H. Slemons, The University of Oregon; and 
Cyril H. Weagle, The Ohio State University. 
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Summary: A presentation of the objections which have been 
raised concerning the uninsured motorist endorsement and of the 
arguments in favor of compulsory automobile insurance. The 
author prefers the former and supports his contention by describ- 
ing the extent of coverage provided in New York before the 
compulsory law became effective. 


MOTOR VEHICLE BUREAU TELLS PLAN FOR COMPULSORY AUTO LAW 
ADMINISTRATION. Article in The Eastern Underwriter, August 
24, 1956. 


Summary: An analysis of the operation of the new New York 
State Compulsory Automobile Liability Insurance Law, includ- 
ing the steps a car owner must take in order to initially obtain 
or to renew his registration and license, the amount of insurance 
required, the consequences of allowing the insurance to lapse, 
and an enumeration of the ways in which the Motor Vehicle 
Bureau and the insurance companies must cooperate. 


DRIVER FATIGUE ON THE OBSOLETE ROAD. Article in Automobile 
Facts, June, 1956. 


Summary: What are the costs of obsolete roads? The article re- 
views the methods and results of testing wear and tear absorbed 
by the physical and emotional systems of different persons driv- 
ing on roads of varying quality. 


EMOTIONS AND AUTOS CREATE ACCIDENT TOLL. By Elmer Sie- 
brecht. From a summary of an article entitled “Home and High- 
way” in the Allstate Insurance Company magazine as reported 
in The Eastern Underwriter, January 4, 1957. 


Summary: Emotional instability or irresponsibility has been 
shown to be the underlying cause of many of today’s highway 
accidents. All drivers are placed into four personality groups, 
and then the author describes how emotional upsets and frustra- 
tions may effect each group’s driving record. 


ORGANIZE NUCLEAR PROPERTY INSURANCE GROUP. Article in Fire 
Insurance Facts and Trends, August, 1956. 


Summary: A report on the plan which the capital stock fire in- 
surance business has developed for the protection of commercial 
users of nuclear energy. 
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EXTENT USE OF NUCLEAR FISSION FOR COMMERCIAL PURPOSES WILL 
AFFECT INSURANCE INDUSTRY. By Madoe M. Pease, Vice Presi- 
dent, American Institute of Marine Underwriters. Address before 
the Council of the International Union of Marine Insurance as 
reported in The Weekly Underwriter, December 15, 1956. 


Summary: A description of five major nuclear fission develop- 
ments of the previous year. Mr. Pease concludes by stating that 
the hazards involved in the use of atomic power are commercially 
insurable. 





RADIATION PROTECTION. By Charles R. Williams, Director, In- 
dustrial Hygiene Services, Liberty Mutual Insurance Company. 
Best's Insurance News (Life Edition), September, 1956. 


Summary: A review in broad outline of the problems faced by 
private insurers in insuring the peril of atomic radiation. Special 
concern is expressed over the limited public information in this 
field and the increasing number of persons working with radio- 
active materials. 


THE ATOMIC AGE. By J. M. Crawford. Best's Insurance News (Fire 
and Casualty Edition), July, 1956. 


Summary: The problems of supplying high limits of liability for 
corporations building or operating atomic reactors are discussed. 
The role of the Nuclear Energy Liability Insurance Association 
is examined, as well as the possible role of the government in 
writing excess insurance. 


HOW IS BLUE CROSS MEcTING THE DEMANDS? By James E. Stuart. 
Hospitals, J. A. H. A., January, 1955. 


Summary: The article identifies the three objectives of the Blue 
Cross Plans and states five basic principles of Blue Cross opera- 
tions designed to meet these objectives. The obstacles which 
confront the Blue Cross type of operation in fully utilizing these 
basic principles are cited. The article contains an interesting 
analysis of the reasons why Blue Cross Plans developed and why 
the plans are not susceptible to the same insurance principles 
which apply to commercial insurance. Finally, reasons are cited 
for the difference in the position of Blue Cross Plans compared 
to commercial insurance plans as related to the hospital and 
medical profession. 





ABUSE OF HEALTH INSURANCE. By A. B. Halverson, Assistant Vice 
President, Occidental Life Insurance Company of California. 
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Article appeared in Best's Insurance News (Life Edition), July, 
1956. 


Summary: This study concerns an investigation and survey of 
excessive claims for health insurance in the Los Angeles area. 
The findings result in many good suggestions concerning the 
detection of lax hospital management, profiable cooperation with 
hospitals, and methods of efficient claims processing and hand- 
ling. 


BLUE CROSS TROUBLE: A PRICE DELUSION? By Donald MacDonald. 
Weekly Underwriter, November 17, 1956. 


Summary: The delusion of the general public regarding Blue 
Cross Hosyitalization Plans has caused strict rate controls on 
their coverages. This delusion is twofold: first, the public fails 
to accept Blue Cross as true insurance, and second, they con- 
sider it a public institution established solely for the welfare of 
society. These conceptions are refuted along with an obvious 
solution to the problem—the adjustment of prices to increased 
costs. 


THE FUTURE OF MAJOR MEDICAL. By A. M. Wilson. Best's Insur- 
ance News (Life Edition), April, 1955. 


Summary: This article offers suggestions for improving major 
medical insurance in order that it may perform a useful purpose 
in society. Premium payments are now too high for the indi- 
vidual because they are based on the age factor. The author 
suggests a level premium policy with cash values built up in 
the early years to defray the rising costs of later years. Also, a 
basic deductible should be incorporated in all contracts. 


FINANCING UNEMPLOYMENT, CASH SICKNESS AND WORKMEN'S 
COMPENSATION INSURANCE. By Selma Mushkin and Philip 
Booth. National Tax Journal, September, 1956. 


Summary: Variations in benefits and operations of the various 
state programs are reviewed. Selected unemployment insurance 
financial data are tabulated for each state, which permit regional 
as well as state comparisons of reserves, benefits, tax rates, and 
annual costs. Other tabulations show assets of state administered 
workmen’s compensation funds with some indication as to the 
extent and kinds of investments. An interesting discussion con- 
cerns the relation of social insurance funds to the business cycle. 
The need for more study of income and consumption patterns of 
those who benefit from social insurance programs is highlighted. 
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THE FUTURE OF THE PREMIUM DOLLAR. By Bradford Smith, Jr., 

Vice President, Insurance Company of North America. 
speech was delivered at a meeting of the Society of Chartered 
Property and Casualty Underwriters in Kansas City, Missouri. 
Copies may be obtained directly from the Public Relations De- 
partment of the North America Companies, Philadelphia, Penn- 
sylvania. 
Summary: After noting the many changes in the buying habits 
of the American public, the author suggests that a complete 
revision in stock insurance companies’ business and merchandis- 
ing methods seems apparent. He stresses the need for a truly 
scientific inquiry that contemplates the whole agency stock com- 
pany system if these companies are to retain their dominant 
position in the insurance industry. 
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TOTAL DISABILITY PROVISIONS IN LIFE INSURANCE CONTRACTS. By 
Kenneth W. Herrick. Richard D. Irwin, Inc., Homewood, Illinois, 
1956. 210 pages. 


Purpose: The purpose of this study is to present and evaluate past 
and present practices with reference to total disability coverage in life 
insurance contracts. In addition, an evaluation is made of present prac- 
tices; and considerable heretofore unpublished material is presented. It 
is hoped that a complete and essentially non-technical presentation of all 
the various facets involved in providing total disability protection in life 
insurance contracts will prove of benefit to those concerned with this type 
of protection. 

Materials and Methods: The author culled through virtually all the 
literature on the subject that has been published since 1896. In addition 
many authorities were personally interviewed on specific facets of the 
topic. This involved visiting the home offices of life insurance companies 
located throughout the United States. Finally, a great deal of ene 
tion was gained from correspondence with numerous rts in the field 
with whom the author was unable to oe e wealth of in- 
formation obtained was digested, condensed, and arranged in what the 
author hopes is the best logical sequence for presentation. 

Facts Presented: The past and present practices of life insurance com- 

ies regarding total disability protection are presented. This includes 
oth waiver of premium and total disability income, but with emphasis 
upon the latter. A very thorough history of the development of total 
disability benefits in life insurance policies is presented together with the 
part played by particular insurers. The various legal problems concerned 
with this type of coverage are analyzed, with 0g consideration given 
to the definition of what constitutes total disability. An explanation of 
rates and reserves is also included. The indemnity aspects of the subject 
are covered, and the pros and cons of automatic waiver of premium are set 
forth. There is also a chapter devoted to claims. 

Conclusions and Recommendations: In virtually every case total dis- 
ability means a catastrophic financial loss to the unfortunate victim. Pro- 
tection against the catastrophic loss should be the primary mission of the 
life insurance industry. Consequently life insurance companies should 
provide this protection if they can do it on a practical basis. It is the 
author’s opinion that it is feasible for life insurers to provide this needed 
protection so long as they adhere to sound underwriting practices and 
avoid the gross mistakes of the past. The fact that it is feasible to do so 
does not presuppose that it is easy to do so. For if substantial numbers 
of people are to avail themselves of this form of insurance, it is necessary 
for agents to actively solicit this type of business; and the problem of 
agent education and motivation is an onerous one. At the present time, 

gh over half of the largest one hundred life insurance companies 
offer total disability income, very little of it is being sold. 
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Dickerson, Oliver Donald, Jr. (1956) 


Jr. 
Insurance Plans and Policies 


GUARANTEED RENEWABLE DISABILITY INSURANCE. By Oliver Don- 
ald Dickerson, Jr. Unpublished Ph.D. dissertation, University of 
Pennsylvania, 1956. 


Purpose: To attempt to determine (1) whether guaranteed renew- 
able contracts providing a long term benefit for disability caused by both 
accident and di are practical and may be safely issued by private 
carriers. (2) If not, why not? (3) If so, how may this best be done? The 
latter point requires the analysis of the problems of providing such cov- 
erage and their actual and potential solutions. 

Materials and Methods: The main source of data was a questionnaire 
sent out to all the companies purported to write guaranteed renewable 
policies. All but a few replied, and the data represent almost a 100 per 
cent sample. The questionnaire requested Bas pu of all guaranteed renew- 
able contracts currently issued, rate books occupational rating manuals 
and other underwriting information. In addition, specific questions were 
asked about rate and reserve assumptions, methods of handling moral 
hazard, and opinions as to the future of the business. Background in- 
formation was obtained from the rather limited literature and from inter- 
views with company officers. 

Facts Presented: The results of the survey include tabulation of policy 
benefit provisions, limits and exclusions, and extension clauses; under- 
writing standards; rate and reserve assumptions; gross premiums charged; 
and methods and opinions regarding certain specific areas. The rate and 
reserve sections contain the me of computing rates and reserves, 
both described verbally and developed in terms of commutation columns 
for the actuarial student. Drawing both from published and unpub- 
lished sources, as well as from the survey and the author's calculations, 
an attempt is made to present a comprehensive analysis of the entire 
area of guaranteed renewable disability insurance. 

Contiutions and Recc dations: The need for coverage of the long 
term disability peril on a permanent basis is not currently being met ade- 
quately by private insurance. This produces a threat of further government 
action in this field which can be met only by a rapid development of 

rivate coverages in terms of greater benefit durations and broader mar- 

eting. Available experience seems to indicate that further develo 
ment in this direction should be not only safe, but, at current rate leve 
profitable. However, the problems of providing such coverage safely 
are severe, and great care must be devoted to establishing and maintain- 
ing high standards of rate making, underwriting, and claim procedure. 
Improvements in policywriting, particularly defining the insured event 
in terms of income loss perk apne. adequate protection against other 
insurance, would aid materi ly in meeting this need without the danger 
of unduly high claim rates. Further stu y and experimentation in 
area are urged, subject to the recognition that a severe depression 

roduce a more stringent test of the soundness of the business than it 

been subjected to in many years. However to wait until such a test 

is complete may involve waiting far too long. The author hopes and be- 
lieves that the private insurance indu: will not abandon this area to 
social insurance but will continue to solve the problems here as it has 
in so many other areas. 
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Williams, C. Arthur, Jr. (1955) 
Insurance Plans and Policies 


COLLEGE FACULTY ACCIDENTAL INJURY AND SICKNESS PLANS. By 
C. Arthur Williams, Jr. Unpublished manuscript, 1955. 


Purpose: To develop a model college faculty accidental injury and 
sickness plan and to compare existing plans with the model. 

Materials and Methods: A questionnaire on faculty accidental injury 
and sickness plans was ‘aailed to all a colleges and graduate 
schools in the United States. Half responded. 

A model plan is suggested. Current plans are categorized according 
to the benefits provided, the type of insurer, sage Ny a she oe 

Facts Presented: (1) The ion needs of faculty members differ 
from those of the average worker because of the unique nature and eco- 
nomic status of the teaching profession. (2) A model plan should provide 
total disability income, benefits beginning after the expiration of waiting 

iod and continuing to the normal retirement date; waiver of premium 

its in connection with insurance and retirement plans; and major 
medical expense benefits. Temporary formal paid sick leave ts 
should also be provided by the university not because the need is great 
but because such a program is administratively convenient and usually 
costless to the college. (3) Few colleges provide benefits which approxi- 
mate those suggested under the model plan, but there are indications 
that the model plan benefits are becoming more common. 

Conclusions and Recommendations: In 1954 about 77 per cent of the 
colleges continued a disabled insured’s income for at least one month 
under a formal paid sick leave sam grea or replaced the income through 
some insurance plan. Twenty four per cent reported formal paid sick 
leave plans, 10 -_ cent temporary rosso income insurance, 11 per 
cent combined life and disability insurance, 9 per cent total and perma- 
nent disability income insurance, and 70 per cent early retirement = 
visions in pension plans. Most of the latter are unsatisfactory as disability 
plans. About 12 cent waived life insurance premiums in case of total 
and permanent disability, while only 4 per cent did so for retirement 
plans. Over 80 ig cent of the colleges provided protection against un- 
expected medical expenses. Seventy-seven per cent protected against 
hospital bills, 67 per cent against surgical expenses, and 56, 13, and 9 
college: against c ra for physicians’ care in the hospital, office, and 

e, respectively. ly 2 per cent of the colleges had major medical 
expense insurance. (4) Faculty members were better protected in 1954 
against the financial problems associated with illness than most employed 
persons, but they paid for more of their protection out of their own 


pockets. 
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Stevenson, Robert M. (1954) 
Insurance Plans and Policies 


MAJOR MEDICAL EXPENSE INSURANCE. By Robert M. Stevenson. 
Unpublished Ph.D. dissertation, 1954. 150 pages. 


Purpose: To bring together some early thoughts and experience con- 
cerning this field of insurance. 

Materials and Methods: Materials were collected by examining avail- 
able literature and unpublished speeches and by personal interviews. 

Conclusions and Recommendations: Following a review of the his- 
tory of major medical expense insurance and a sampling of trends and 
thoughts concerning its development, these opinions are given as to the 
future development of this important type of insurance: (1) At present 
there is a healthy climate for the expansion of medical expense insurance 
programs. (2) The expansion should be directed toward increased utili- 
zation of major plans with the ultimate objective of eventually eliminating 
basic plans in their present form. (3) Insurance carriers should offer 
major plans with graduated deductibles, thus allowing the buyer a choice 
as to where he wants his insurance to become effective. The deductible 
could start at $100.00, which should be a sufficient amount to eliminate 
the “dollar trading” in small medical bills. (4) The coinsurance per- 
centage should be increased or eliminated entirely. Measures other than 


a financial penalty should be introduced to control moral hazards. (5) 
Exclusions should be limited to those illnesses which can be administered 
better by some means other than insurance or which do not fit well into 
the insurance mechanism. (6) Insurance companies, the public, and those 
assessing medical care costs, should work closely together in order to 


establish mutual understanding about the size of medical care bills. This 
is absolutely necessary in order scientifically to administer satisfactorily 
any cme | medical expense insuzance program. (7) Since there are at 
present inequities in the assessment of premiums relative to the incidence 
of cost, research is necessary to find a more equitable premium-loss rela- 
tionship. (8) Continued experimentation on the part of the insurance 
industry and education on the part of the public should be encouraged, 
because within this many thea attack lies the future potential of major 
medical expense insurance. 
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Baisden, Richard N. and Hutchinson, John (1956) 
Insurance Plans and Policies 


HEALTH INSURANCE: GROUP COVERAGE IN INDUSTRY. By Richard 
N. Baisden and John Hutchinson. Institute of Industrial Relations, 
University of California, Los Angeles 24, California, 1956. 76 pages. 


Purpose: To examine the extraordinary development of health insur- 
ance plans in this country, the types of plans, the effectiveness they have 
demonstrated, and the challenging issues they raise for the future. 

Materials and Methods: Various studies by governmental and private 
agencies; interviews with labor and management representatives, health 
plan administrators, representatives of the medical profession and the 
insurance industry; and surveys made by the authors. 

Facts Presented: Methods of room | industrial health plans, prob- 
lems in otiating and administering health plans, types of plans, 
(including the advantages and disadvantages of each), extent of coverage 
under heaith insurance, the exclusions and limitations, and programs for 
insurance against wage loss. 

Conclusions and Recommendations: (1) In the absence of health 
insurance, most workers and their families would be unable to finance 
the growing costs of medical care. There is growing acceptance of this. 
(2) Despite the rapid growth and improvement of health insurance 
plans, there are still many inadequacies in present programs. (3) More 
and more funds will have to be allocated for health insurance purposes 
if these gaps are to be filled. (4) Labor and management, having ne- 
gotiated health and welfare plans, now must assume the role of consumer 
representative to insure that workers are getting good quality care at 


reasonable costs. (5) Labor and management must Jy more thought 


to the basic alternatives as to how medical care should be financed and 
organized: individual practice vs. group practice; fee-for-service vs. 
capitation or salary payments to doctors; complete coverage vs. coinsur- 
ance, and a deductible; lay sponsorship vs. professional sponsorship of 
health plans; and governmental vs. private financing. (6) While recog- 
nizing the desirability of additional governmental assistance in some 
areas, the authors see no reason to believe that voluntary insurance plans 
will be replaced as the predominant device for providing health protec- 
tion within the foreseeable future. 





ASSOCIATION BUSINESS 


Minutes of the Annual Meeting of the American Association 
of University Teachers of Insurance 


Held on Thursday, December 27, 1956, at 2:30 p.m. in the Hotel Cleveland, 
Cleveland, Ohio 


President Hampton H. Irwin presided. It was agreed to dis- 
pense with the reading of the minutes of the Annual Meeting held 
on December 29, 1955. 

President Irwin made a report on the work of the year just 
ended. 

The Secretary reported on actions taken by the Executive Com- 
mittee in its meeting held on Wednesday night, December 26. In 
connection with that report, the following decisions were made by 
the members. 

It was moved, seconded and carried that the name of the Jour- 
nal be changed to The Journal of Insurance, to be issued on a quar- 
terly basis, beginning March, 1957, and to carry a continuation of 
the present volume number. 

It was moved, seconded, and carried that the offer of the Col- 
lege Life Insurance Company of America to subsidize the quarterly 
issuance of the Journal by underwriting any deficit be accepted. 
This motion included authorization for the Journal to carry the 
following credit line, “Published by The American Association of 
University Teachers of Insurance with the financial cooperation of 
the College Life Insurance Company of America.” 

It was moved, seconded, and carried that $4.00 of the annual 
dues be allocated for the Journal subscription for the members, 
that the annual subscription to the Journal for non-members be 
priced at $5.00, that single copies be sold for $1.50, and that a 
special student subscription be available for $3.00 a year. 

It was moved, seconded, and carried that the principle of the 
establishment of regional chapters be endorsed, each request for 
the creation of such a chapter to be subject to the approval of the 
Executive Committee. 

It was moved, seconded, and carried that the Chairman of the 
Research Committee be ex-officio a member of the Program Com- 
mittee. 

It was moved, seconded, and carried that the recommendation 
of the Journal Advisory Committee concerning a proposed honor- 
arium for the Journal editor be referred to the Committee on Bud- 
get and Finance. 
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It was moved, seconded, and carried that the Committee on 
Insurance Company Fellowships be asked to study the possibility 
of supplementing the current program with summer research fel- 
lowships. 

It was moved, seconded, and carried that a special committee 
be appointed to consider both the desirability as well as ways and 
means of broadening the entire structure of graduate fellowships 
ip insurance. 

It was moved, seconded, and carried that the Research Com- 
mittee be asked to develop a proposed program whereby special 
research funds might be made available for financing specialized 
or technical research. This report is to be made to the Executive 
Committee. 

The Secretary reported that the Executive Committee had been 
in close touch with the Executive Officers of the American Society 
of Insurance Research, that a two-hour meeting of representatives 
of the two groups had been held the previous afternoon with re- 
gard to a proposed amalgamation. He reported that possible ave- 
nues of negotiation were discussed at that meeting and that the 
President and Secretary-Treasurer of the American Society of In- 
surance Research came. to the Executive Committee meeting held 
last night to tell of their desire to consumate the amalgamation 
within a matter of a few weeks. They suggested some procedures 
which might facilitate the amalgamation, all but one of which had 
already been acted upon by our Executive Committee. Agreement 
was quickly reached on all issues. As a result of this post-midnight 
conference, the President and Secretary-Treasurer of the American 
Society of Insurance Research authorized the Secretary to report 
that they are making, in the next few weeks, a strong, personal 
recommendation to the fellows of that Society that they vote in 
favor of the amalgamation. 

The Secretary reported 276 active members for 1956, a gain of 
16 over the preceding year, and 151 associate members, also a 
gain of 16. The total membership now stands at 427, as contrasted 
with 395 for 1955. 

It was moved, seconded, and carried that the reports of all 
standing committees be accepted with thanks. 

Professor Bowers presented the report of the Resolutions Com- 
mittee in which the secretary was asked to convey to the following 
persons and organizations the official appreciation and thanks of the 
Association for the contributions they have made to the work of 
the Association this year: To Mr. Clayton G. Hale for his extra- 
ordinary generosity in his support through the years of the Elizur 
Wright Award; to the National Association of Independent Insurers 
for its substantial contribution toward furthering the work of the 
Association; to the American Mutual Alliance, which was host at 
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luncheon during the 1956 annual meeting; to the American College 
of Life Underwriters and the American Institute of Property and 
Liability Underwriters, who were our hosts at breakfast during 
the 1956 annual meeting; to the Association of Casualty and Surety 
Companies, the Institute of Life Insurance, The National Board of 
Fire Underwriters, the American Mutual Alliance, and the Massa- 
chusetts Mutual Life Insurance Company for the preparation and 
distribution of insurance policy kits to members of the Association 
and to others engaged in insurance education; to President Hampton 
H. Irwin and the other officers of the Association, and members 
of all Association committees for their efforts in guiding the affairs 
of the Association during 1956; to retiring Secretary-Treasurer, 
William T. Beadles, for the years of devoted and effective service 
he has given to the Association; to Edward Evans, Chairman, and 
the members of the Local Arrangements Committee for making 
and executing the plans for the 1956 meetings of the Association; 
to the New York Life Insurance Company which acted as our host 
at a reception during the 1956 Annual Meeting. The other mem- 
bers of the Resolutions Committee were Laurence J. Ackerman, 
Ralph H. Blanchard, and C. A. Kulp. 

It was announced that the 1957 Annual Meeting would be held 
in Philadelphia on December 27 and 28. 

President-Elect Charles C. Center introduced the officers and 
Executive Committee members for 1957, following which President 
Irwin declared the meeting adjourned. 


Witt1aM T. BEADLES 
Secretary 





Minutes of Executive Committee Meeting of the American 
Association of University Teachers of Insurance 


Held on December 26, 1956, at 7:30 p.m. in the Hotel Cleveland, 
Cleveland, Ohio 


Those present were Irwin, Pierce, Schwentker, Herrick, Graeb- 
ner, Bickley, Center, McGill, Cowee, and Beadles. 

The minutes of the meeting of the Executive Committee held 
on December 27, 1955, were approved as previously reported to 
the membership. 

The Secretary reported the results of the membership balloting 
on the proposed Constitutional amendment to increase the dues 
to $7.00 per year. There were 101 yes votes and 9 no votes. 

The Secretary also reported the results of the balloting for offi- 
cers for the year 1957. One hundred and eight votes were cast for 
each nominee. 

The Secretary reported the results of the opinions which had 
been expressed by mail by the members of the Executive Com- 
mittee, as well as the members of the Special Elizur Wright Award 
Committee, with regard to the Award for 1956. He reported that 
there seemed to be a definite opinion for the Award to be split 
between Dr. C. Arthur Kulp, for the Third Edition of Casualty 
Insurance, and Robert I. Mehr and Robert Osler, for the revised 
edition of Modern Life Insurance. After some discussion, it was 
moved and seconded that the 1956 Elizur Wright Award be split 
as indicated above. The motion carried. 

The Secretary presented a financial statement of income and 
expenditures for 1956. It was moved and seconded that this report 
be received and placed on file. The motion carried. 

President Irwin suggested the formation of a budget committee. 
It was moved, seconded, and carried that a standing committee on 
Budget and Finance be created, to be composed of three members 
appointed by the President. 

President Irwin discussed the Fellowship Program. No action 
was taken. 

It was moved, seconded, and carried that the 1957 Annual Meet- 
ing be held in Philadelphia on December 27 and 28. 

There was some discussion of the $1,000 gift from the National 
Association of Insurers. It was moved, seconded, and carried that 
the utilization of this gift be referred to the Budget and Finance 
Committee which should make recommendations to the Executive 
Committee. 


(219) 





220 The Journal of Insurance 


Dr. Bickley outlined plans for future issues of the Journal and 
recommended that it be placed on a quarterly issue basis. It was 
agreed to recommend this action to the forthcoming Annual Meet- 
ing of the membership. It was also agreed to recommend to the 
Annual Meeting that $4.00 of the annual membership dues be allo- 
cated for the Journal subscription, that the annual subscription for 
the Journal should be $5.00, that single issues of the Journal should 
sell for $1.50, and that a special student subscription rate of $3.00 
per year, be established. These motions were all carried. 

It was moved, seconded, aid carried that the Executive Com- 
mittee accept the reports of the various committees with sincere 
appreciation for the work done. This covered the reports of the 
committees on Insurance Teaching Aids, Research, Regional Chap- 
ter Study, and The Journal Advisory Committee. 

It was moved, seconded, and carried that a recommendation be 
made to the Annual Meeting of the membership to endorse the 
principle of establishment of regional chapters, subject to the ap- 
proval of the Executive Committee, for the creation of any specific 
chapters. 

Some specific recommendations of the Committee on Research 
were actsd upon as follows: It was agreed that the chairman of 
the committee on Research should be a member ex-officio of the 
Program Committee. The suggestion of supplementing the existing 
fellowship program with summer research fellowships was referred 
to the Committee on Insurance Fellowships for study and recom- 
mendations. It was agreed to recommend the appointment by the 
President of the requested special committee to consider ways and 
means of broadening the entire structure of graduate fellowships 
in insurance, said committee to report back to the Executive Com- 
mittee. It was agreed to refer back to the Committee on Research 
the proposal to develop a special research fund, it to report back 
to the Executive Committee. 

The recommendation of the Journal Advisory Committee to the 
effect that the editor of the Journal should receive an honorarium 
was referred to the Committee on Budget and Finance. 

It was moved, seconded, and carried that the Executive Com- 
mittee endorse the unanimous recommendation of the Journal Ad- 
visory Committee to the effect that the name of the Journal be 
changed to The Journal of Insurance, effective with the March, 
1957 issue. 

There was discussion concerning the offer of the College Life 
Insurance Company of America to subsidize the quarterly issue of 
the Journal by underwriting the deficit. It was moved, seconded, 
and carried that the Executive Committee recommend the accept- 
ance of the offer as per the November, 1956 letter of John Burkhart 
of the College Life, and the following understanding, that the As- 
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sociation allocate $4.00 of each member’s dues to the Journal, con- 
duct an aggressive advertising campaign for company advertising 
at perhaps $100 a page per issue or $350 for all four issues in one 
year, and that a subscription campaign be undertaken to increase 
income. These suggestions were all made with the thought in mind 
of reducing the subsidy as quickly as possible. 

There was also discussion of multiple nominations for officers. 
No action was taken, but it was understood that the President 
would! request the next Nominating Committee to nominate two 
persons for Second Vice President and for each vacancy on the 
Executive Committee. 

The President and Executive Secretary of the American Society 
of Insurance Research came to the Executive Committee meeting 
with suggestions concerning a proposed amalgamation of the two 
associations. Possible avenues were discussed and it was quickly 
evident that agreement was reached on all issues. The President 
and the Executive Secretary of the American Society stated that 
they were making a strong recommendation to the fellows of that 
society to approve the proposed action for dissolution of the Amer- 
ican Society for Insurance Research. 

There being no further business, the meeting adjourned at 1:20 


a.m. 
KENNETH W. HERRICK 


Secretary-Trecsurer 





AAUTI Committee Appointments for 1957 


Budget and Finance 


William T. Beadles, Illinois Wesleyan University, Chairman 
Charles C. Center, The University of Wisconsin 
Kenneth W. Herrick, Texas Christian University 


Committee to Study the Constitution 


C. M. Kahler, University of Pennsylvania, Chairman 
Hampton H. Irwin, Wayne State University 
Laurence J. Ackerman, University of Connecticut 
Ralph H. Blanchard, Columbia University 

Edison L. Bowers, The Ohio State University 


Elizur Wright Award Advisory Committee 


Malvin B. Davis Dan M. McGill 

R. Carlyle Bailey Robert W. Osler 
Alfred N. Guertin William H. Rodda 
Robert I. Mehr Elmer W. Sawyer 


Committee on Insurance Teaching Aids 


J. Edward Hedges, Indiana University, Chairman 
_. Henry Austin, Standard Oil Company (Indiana) 
_-W. O. Bryson, Jr., Morgan State College “~ 
~William O. Cummings, Life Insurance Agency Management Association 
Richard E. Erickson, Fire Underwriters Association of the Pacific 
-Victor Gerdes, Association of Casualty and Surety Companies — 
Daniel P. Kedzie, Continental ty Company = 
A. Wilfred Kelsey, Institute of Life Insurance 
Harry J. Loman, University of Pennsylvania 


Journal Editorial Board 


ohn S. Bickley, The Ohio State University, Editor 
i M. Heins, The University of Wisconsin, Associate Editor 
William M. Howard, University of Florida, Book Review Editor 
Edwin S. Overman, Amevican Institute for Property and Liability Under- 
eriodical Editor 


ong Fagg P Review 

Philip Elkin, Temple University, Assistant Editor 
= D. Long, Indiana University, Assistant Editor 
ames L. Athearn, The Ohio State University 


O. D. Dickerson, Florida State Universi 

Oscar R. an, University of ornia 

Grant M. Osborn, University of Omaha 

J h F. Trosper, Southern Methodist University 
Michael T. Wermel, California Institute of Technology 
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AAUTI Committee Appointments for 1957 
Local Arrangements 


Acis Jenkinson III, Insurance Cuapeew of North America, Chairman 
C. M. Kahler, University of Pennsylvania 
i deR. Kip, University of Pennsylvania 
A. Kline, University of Pennsylvania 
Toho F. Adams, Temple University 
Thomas H. Anthony, Insurance Company of North America 
Robert M. MacM en, Insurance Company of North America 


Membership Committee 


John S. Bickley, The Ohio State University, General Chairman 
Mark R. Greene, The University of Oregon, Chairman of Active Member 
Seb Corneal versity of California at Los Angeles, Chairman of 
er, Uni i at : Associ- 
ee we a eh te “i 


Active Member Sub-Committee 


Wilbur J. Abell, Bowling Gare State University 
Robert E. Bray, University of Missouri 

W. O. Bryson, Jr., Morgan State College 

Emerson Cammack, University of Illinois 

Donald F. Hayne, University of W: ym 
William M. Howard, University of FI 

Grant M. Osborn, University of Omaha 

Joseph F. Trosper, Southern Methodist University 


Associate Member Sub-Committee 


Albert H. Curtis II, New England Mutual Life Insurance Company 
Walter G. Dithmer, Western Underwriters Association 
Joseph H. Follman, Jr., Health Insurance Association of America 
Harold W. Gardiner, Northwestern Mutual Life Insurance Company 
Victor ore. Association of Casualty and Surety Companies 
George D. Haskell, American Mutual Insurance Alliance 

Lewis V. Irvine, The Travelers Insurance Company 
R. K Wilfred Keele Kelsey, Institute of Life Insurance 
Robert F. Steinke, Allstate Insurance Company 
Robert P. Stieglitz, New York Life Insurance Company 


Nominations Committee 


Erwin A. Gaumnitz, The Univeristy of Wisconsin, Chairman 
Laurence . Ackerman, University of Connecticut 
Hampton H. Irwin, Wayne State University 


Program Committee 


Dan M. McGill, University of Pennsylvania, Chairman 
pee I, Mehr, University of Illinois, ex-officio 

Laurence J. Ackerman, = rey of Connecticut 
Kenneth Black, i | State College of Business Administration 
Ralph H. Blanchard Cdbeebie University 
— W. Cowee, University of California 

C. Greenough, Teachers Insurance and Annuity Association 

Harold C. Krogh, University of Kansas 
Paul A. Norton, New York Life Insurance Compan 
Irving Pfeffer, University of California at Los Tegtes 
William H. Rodda, Transportation Insurance Rating Bureau 
Frank J. Schwentker, University of North Carolina 
Harold Wayne Snider, University of Pennsylvania 
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Research Committee 


Robert I. Mehr, University of Illinois, Chairman 
ohn F. Adams, Temple Universi 
lore 3akerman, Duquesne University 
= S. 5. Bickley, The Ohio State University 
illiam S. Bicknell, The ee ene 
John W. Cowee, University of 
on M. McGill, University of Pennsylvania 
William H. Rodda, Transportation Insurance Rating Bureau 
Stuart H. Struck, Dairyland Mutual Insurance Company 
William H. Wandel, Nationwide Insurance Companies 
C. Arthur Williams, Jr., University of Minnesota 


Special Committee to Consider Ways and Means of Broadening 
the Structure of Graduate Fellowships in Insurance 


Victor V. Sweeney, University of Florida, Chairman 
—¢ W. Cowee, University of California 
M. McGill, University of Pennsylvania 
Robert I. Mehr, University of Illinois 
Frank J. Schwentker, University of North Carolina 


Special Committee on Insurance Company Fellowships for 
Insurance Teachers 


Herbert C. Graebner, The American College of Life Underwriters, Chairman 
Laurence J. Ackerman, University of Connecticut, Coordinator 
Robert S. Cline, University of 
David A. Ivry, University of Connecticut 
= M. Kahler, University of Pennsylvania 
me 7 Loman, University of ay ot 

L. MacDonald, University of M 

Robert M. Morse, American Institute for euacy and Liability Under- 
writers, Inc. 

sa R. ee University of Arizona 


berg, University of California 
Ralph iW Wherry, Pennsylvania State University 








STANDARD TEXTS 





PROPERTY INSURANCE 
FOURTH EDITION, 1957 


By 
S. S. HUEBNER 
Emeritus Professor of Insurance 
University of Pennsylvania 
and 
KENNETH BLACK, Jr. 


Professor of Insurance 
Georgia State College of Business Administration 


This thorough revision takes into consideration the tremendous 
changes i. aon Same brought about in Le field  #. property 
insurance duri past eighteen y uding impact 
of the multiple trend on the valves Mads of of insurance and 
on specific coverages. Four chapters are now devoted to the 
increasingly important subject of Inland Marine Insurance and 
there is a new chapter on Aviation Insurance. $5.50 


LIFE INSURANCE 


FOURTH EDITION 
By 


S. S. HUEBNER 
This edition of this widely-used text represents a full revision. 
ou one-fifth of the book i is entirely new, and the chapters of 
vious edition have been completely’ revised. It includes 
gt ae. and practices which the student, under- 
= a — must know to have an up-to-date, compre- 
hensive und erstanding of the subject. $5.00 


THE ECONOMICS 
OF LIFE INSURANCE 


REVISED EDITION 
By 
S. S. HUEBNER 


A Remnaion of Oe COREES St eres © © practioal 
means of a) to the management of life values the funda- 
mental customarily applied to property affairs. $3.50 
APPLETON-CENTURY-CROFTS, Inc. 
35 West 32nd Street, New York, New York 
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VISUAL AIDS 


FOR INSURANCE TEACHERS 


PRESENTED BY THE NEW YORK LIFE INSURANCE COMPANY 


MOTION PICTURES 


Especially designed for the college classroom 


TAILOR-MADE DOLLARS — classroom edition 


A realistic narrative explaining the operation 
of a Planned Security Program 
Running time: 40 minutes— 16mm. sound film 


STRICTLY BUSINESS — classroom edition 


A personalized story describing business insur- 
ance and what it can mean to a partnership 
Running time: 40 minutes— 16mm. sound film 


FROM EVERY MOUNTAINSIDE — an institutional film 
— in Technicolor 


A comprehensive view of life insurance at work 
— for the individual, his family and the na- 
tional economy 


Running time: 33 minutes — 16mm. & 35 mm 
sound film 


YOURS TO SHOW - - - FREE OF CHARGE 


Mr. Robert P. Stieglitz, C.L.U 
A tant Vice President 
WRITE TO: al dalel ae (seh i Gre) izle (ome. <cilehilelals 
~ York Life*Insurance Company 


nue, New York 10, N.Y 











= . Selected FRRONALD Books 
CASUALTY INSURANCE 


C. A. Kulp, Wharton School of Finance and Commerce, 
University of Pennsylvania 


The newly published Third Edition of the authoritative 
textbook in the field reflects all the most recent developments 
and innovations in one of the most complicated areas of in- 
surance. Here, in a single volume, are clear-cut, analytical 
discussions of hazards and policies, insurers and rates, and the 
regulation of the casualty insurance business. 

The book emphasizes basie principles of casualty insurance 
and enables the student to see toe eory is applied to prac- 
tical situations. It brings out contract features  f various poli- 
cies, develops and documents background facts, and provides 
impartial evaluations. 

An exceptionally well-organized book, Casualty Insurance 
fully explains rate making, insurance carriers, policy clauses, 
the intricacies of health insurance, and the contribution private 
casualty insurance is making to the broad area of social se- 


curity. 28 tables, 635 pp. 
INSURANCE - A Practical Guide 


S. B. Ackerman, New York University 


This standard work explains all common types of coverage 
with discussion and analysis of policy provisions and the vari- 
ous clauses that may be added to policies to make them meet 
the requirements of the individual case. “. . . will be of great 
help to the teacher and the person who really wants to master 
the subject of insurance.” Business Education World. 3rd Ed. 
Rev. Printing. 29 tabizs; 801 pp. 


INSURANCE PRACTICES IN 
SCHOOL ADMINISTRATION 


H H. Linn, Columbia University; and 
Schuyler C. Joyner, Los Angeles City Schools 


A comprehensive work giving all the facts for the plannin 
and provision of sound insurance for the individual school an 
the school system. “. . . an invaluable reference for school ad- 
ministrators, as well as an excellent text for students of educa- 
tional administration.” American School Board Journal. 

133 forms, tables; 446 pp. 


THE RONALD PRESS COMPANY © 15 E. 26th St., N.Y. 10 
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Now, through TIAA’s new MAJOR MEDICAL EXPENSE 
INSURANCE, colleges can help free their staff members from 
concern over the financial problems of medical care for them- 
selves and their families. 


TIAA MAJOR MEDICAL is issued on the Group basis and 
can be added to a “base plan” such as Blue Cross-Blue Shield 
or designed io provide the entire medical expense itisurance 
program at the college. 


Colleges, universities, independent schools, and certain founda- 
tions and other nonprofit educational or research iastitutions 
are eligible whether or not they now have a TIAA retirement 


or insurance program. 


To learn more about this important protection, complete and return: 


Teachers Insurance and Annuity Association 
522 Fifth Avenue, New York 36, New York 


Please send information on MAJOR MEDICAL EXPENSE INSURANCE (0: 
Name. 
Title 
Employing Institution 

















30 of the colleges 
and universities 
using the new 
revised edition of 
Mehr and Osler’s 
Modern Life 
Insurance 

not only because 

it has authority but 
because its facts 


are up to 1956. 


As The Weekly Underwriter 
(July 9, 1956 issue) says: 
“, .. Here is the most 
comprehensive college text 
on the market today, plus 
being by all odds the most 
up-to-date.” 

If you aren’t using MEHR 
and OSLER, write today 


for an examination copy. 
1956, $6.90 





University of Wisconsin 
Michigan State University 
University of Alabama 
University of California, Los Angeles 
University of Buffalo 
Marquette University 
University of Oregon 

Texas A &M College 
University of Illinois 

Drake University 

Ohio State University 

Stetson University 

San Jose State College 
University of Colorado 
University of Michigan 

John Carroll University 

Kent State University 

Seattle Pacific University 
Illinois Wesleyan University 
Pennsylvania State University 
University of Missouri 

College of Marin 

Wayne State University 

Sam Houston Teachers College 
University of Kentucky 

New York University 

Bradley University 

Washington and Lee University 
University of Pittsburgh 
University of Virginia 
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Life insurance education has been the most influential contribu- 
tion in advancing the prestige of the life insurance career. The 
background provided by college level courses interests a quality 
prospective agent who will be capable of rendering a truly pro- 
fessional type service. Just as important is the development of a 


host of thoughtful buyers. 
Our Northwestern Mutual experience indicates the trend: 


In The Northwestern Mutual, 1 agent in 7 is a C.L.U. 
In the industry, 1 agent in 41 is a C.L.U. 


Approximately 40% of all Northwestern Mutual sales are 
in the field of Advanced Underwriting. 


The Northwestern Mutual lapse rate as quoted from the 
1955 “Bests Life Insurance Reports” is 1.99%.—a persistency 
which indicates that the proper amount and type of con- 
tract was sold. 

45% of the entire volume sold in 1955 was purchased by 
Northwestern Mutual policyholders buying additional life 
insurance from this Company. This suggests to us that our 
agents are rendering the type of service which produces a 
clientele relationship. 


We believe in the future of the man who enters the life insurance 
business directly from his college experience. The Company has 
a permanent College Relations Division which is actively visiting 
colleges and universities throughout the country. In this manner we 
are able to introduce high caliber men to Northwestern Mutual 
opportunities. It is primarily through the interest stimulated by the 
insurance instructors that our program is successful. It is indeed 
a pleasure to thank these men for their help and co-operation. 


THE NORTHWESTERN MUTUAL LIFE INSURANCE COMPANY 
720 EAST WISCONSIN AVENUE © MILWAUKEE 2, WISCONSIN 
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_——- BOOK COMPANY, INC. 





3 outstanding uclumes in the 
McGRAW-HILL INSURANCE SERIES| | 


CASUALTY INSURANCE PRINCIPLES 


By G. F. Michelbacher, President, Great American Indem- 
nity Company. Second edition. 705 pages, $8.50 


Provides a broad fund of information on the principles, problems, and 
practices of casualty insurance, so that the student may ap 

study of individual coverages or of individual departments of insurance 
with an appreciation of their interrelations in the fundarnental struc- 
ture of the business. 


ESSENTIALS OF INSURANCE LAW 


By Edwin H. Patterson, Columbia University Law School. 
New Second Edition. Ready in May. 


A thorough revision of a distinguished text for students and teachers in 
schools of business. With a minimum of legal language, it aims to pre- 
sent the essentials of insurance law in its relations with the insurance 
business and its institutional practices. Its scope includes the major 
legal problems of the insurance contract, ais a concise survey of 
governmental regulation of insurers, agents, and brokers. Recent de- 
cisions are used to illustrate legal principles, with all obsolete decisions 
omitted in this new edition. 


INSURANCE: Its Theory and Practice in the 
United States 


By Albert H. Mowbray and Ralph H. Blanchard, Columbia 
University. Fourth Edition. 580 pages, $6.50 


A leading text since 1930, this is one of the few books in the field 
which presents a thorough treatment of — theory and practice im- 
portant to all phases of insurance work. The book covers both private 
and governmental insurance and gives the student a general under- 
standing of the basis of insurance, its problems, its mechanisms, and 
its practical applications. It deals with the problem of risk and the 
various ways of meeting it; insurance policy contracts, types of in- 
surers and their problems, state supervision, social insurance, and risk 
management. 














Send for copies on approval 


McGraw-Hill 














330 West 42nd Street New York 36, N. Y. 
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GUIDE T0 
ACCIDENT & SICKNESS INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
(Co-author, “Modern Life Insurance,” 

Elizur Wright Award winner ) 
Serteeey Se “Principles” or the basic “Life” 
course. Collateral reading for Economics. 

A brief text including all the latest developments in the 
A&S field. Particularly timely today when the number 
of new compani entering this branch of the business 
makes desirable fuller treatment of it in “Principles” or 
“Life” courses. Thorough index; glossary of terms; ques- 
tions at end of each chapter. 

168 pp. Paper bound: $2. Cloth bound: $3. 

CONTENTS: Economic Importance; Policy Ingredients; Nature of 


Benefits; Policy, Standard, and Uniform Y prephiens: Application ; 
Underwriting; Claim2; Classes; Social and Cooperative ; tion ; 


GUIDE TO LIFE. INSURANCE 


by R. W. OSLER, The Rough Notes Co. 
and C. C. ROBINSON 
(New edition ready for Fall, 1957, semester ) 


Supplementary text for “Principles” course. Condensed 

reference for “Life” or ad life courses. Collateral 

reading for Economics. 

An up-to-the minute authority in concise, rapid —— 
and 


style. Invaluable for supplemen assignment 
lateral reading. Unequal aT sak material in one book. 
Perfectly organized. High-interest reading. Questions and 
problems after each chapter. 

207 pp. Cloth bound: $2.50 
CONTENTS: Cost Factors; Policies and Uses; Industrial-Group 


Wholesale, Etc.; Policy Provisions; Types Companies; Govt. Pension 
Plans; Uses of Life Insurance; The Industry. 


THE INSURANCE SALESMAN 


Monthly LIFE—A & S Journal 
R. W. OSLER, Editor 


Published by The Rough Notes Co. 
Largest of all the Life and A&S business j 
with over twice as many subscribers as any 
journal in its field uiring direct payment of 
scriptions. Gives ent practical view of the 
Insurance business, acquaints him with current 
lems and trends. 


Annual subscription rate: $3. 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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A NEW GENERAL INSURANCE TEXTBOOK ... 
PROPERTY AND CASUALTY INSURANCE 


A Guide Book for Agents and Brokers—By Philip Gordis 

Covers all branches of the business except life insurance. Explains 

clearly and simply the purposes of the policy and the needs for the 

coverage—what the provisions mean, and why they are necessary; 

exactly what the policy covers, and how losses will be paid, with 

examples whenever necessary. 

Fatty Sos lened how. to este Sty Ned, Bove, ae meee 
of practical insurance work in the toughest competitive market in 

the country; through constant study peng Ad from 

ands of students who have studied under 


information is checked against laws, rules 
STATES, and variations noted. 


This is really seven books in one: Fire and Allied Lines, Inland and 
Ocean Marine, Crime Coverages, Fidelity and Surety Bonds, Liability 
Insurance, Automobile, and Other Classes of Insurance. 


Cloth bound, 529 pages, 6” x 9” $7.50 


GUIDEBOOKS 10 GENERAL INSURANCE 


Supplemental Assignment and Source 
Reference Material — Pocket Encyclopedias 


AGENT'S FIRE INSURANCE GUIDE $2.00 
AGENT’S CASUALTY GUIDE, BY GEE $2.00 
AGENT’S AUTOMOBILE GUIDE, BY GEE $2.00 
AGENT’S BONDING GUIDE, BY GEE $2.00 


Complete Set — $6.50 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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Your student today... 


Our employee tomorrow 


and an infinitely more valuable employee 
because of his sound, co!lege level prepara- 
tion and professional epproach to insur- 


ance. 


Tell your graduates we are always ready to 
discuss their future at Fireman's Fund — 
where career opportunities are diversified 
and unlimited. 


Fireman's Fund Insurance Company 
Firemon's Fund Indemnity Company 
Home Fire & Marine Insurance Company 
National Surety Corporation 


Eastern Department Pacific Department Western Department 
NEW YORK CITY SAN FRANCISCO CHICAGO 


Southern Department Pacific Northwest Department Southern California Department 
ATLANTA SEATTLE LOS ANGELES 


New England Department Southwestern Department 
BOSTON DALLAS 














$957 
ouR 9Oth YEAR 


of Continuous 
lnsurance Journalisin 


THE UNITED STATES REVIEW 
Philadelphia 5, Pa. 


























May be obtained ON APPROVAL! 


* Loose Leaf Service 
| w ERBEL'S * Revised Twice A Year 


G: In yey G ve * Always Up To Date 


HANDY REFERENCE GUIDE 
FOR NEW YORK STATE AND CPCU EXAMS 


MR. WERBEL received the 1951 AWARD 


given by the Brooklyn Insurance Brokers 
Association for ovtstanding service ren- b / 
dered in the field of insurance education. We 'Y 
COST $12 7 

(After Aug. 1, 1957 — $15) 221 Hempstead Tpke., 


Each Semi-anaval Revision $5.50 W. Hempstead L.!., N.Y. 
Wanhoe 1-8485 











The Insured 
TUITION PAYMENT PLAN 





This is the prepayment plan that brings the parent low-cost life and 
disability insurance protection, plus a monthly budget provision that 
extends to the final month of his educational expenses four or more 
years hence. Used today in many of the best-known colleges and 
preparatory schools, it has proven most valuable to administrative 
officers by providing them with a dignified, parent-approved method 
which: 


alerts parents to their financial obligation when the student is 
accepted for admission; 


offers parents a convenient and logical plan for meeting that ob- 
ligation; 


assures the parent (and thus the —) that he will have ade- 
quate funds with which to meet his college obligations in full and 
on time; 


So BS = 


4 preserves the traditional relationship between the college and the 
parent—debt-free and direct. 


Individualized descriptive literature for mailing to the parents of incoming 
students is furnished for each preparatory school, college or university. 


WRITE TODAY FOR DETAILS 


RICHARD C. KNIGHT 
INSURED TUITION PAYMENT PLAN 


112 Water StREET @ Boston 9, MASSACHUSETTS 


Represented in Chicago by 
PAUL CURTIS 


227 Nort La SALLE StrEET ¢ Cuicaco 1, ILLINOIS 
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—the background for insurance leadership 





BEST'S LIFE UNDERWRITERS GUIDE 
- for life underwriters with ouvt-of-the-ordinary prob- 
lems. Shows wnvsval policies end practices of 200 life com. 
panies ... in tabular form. $2.00 
BEST'S LIFE CHART 
includes the principal items from the financial statements 
of well over 200 recommended companies as well as 








essential operating ratios. $2.00 I 
Monthly | 
BEST'S INSURANCE NEWS " 
In two editions . . . Life and FAC. Thoughtful analyses of | 
trends, recent legal decisions, opinions and comments, | 
sales slants from other fields, latest company develop- i 
ments. Each edition $4.00 per year i 
Since 1899 
a 

i 

Annually 


FLITCRAFT COMPEND 
A pocket-sized rate book showing rates, current dividends 
and histories of the life companies. Complete with basic 
tables for interest and installment figures, paid-up insur- { 
ance, cash-values, etc. Includes policy analyses. $4.50 i 
SETTLEMENT OPTIONS 





Monthly 
LIFE 


agents e 
figures each month keep the COMPEND and SETTLE- 
MENT OPTIONS up to date. 

$4 


Since 1886 fl itcraft 


: 
3 
j 
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New and Recent Books: 
GENERAL INSURANCE | fifti epition 


By JoHN H. MAGEE 


This basic text in imsurance has been thoroughly rewritten, completely reset, 
and brought up to date in all respects. It is equally well adapted for students 
who plan to enter the insurance field as a career and for those who are inter- 
ested in developing a sound personal insurance program. To aid in classroom 
presentation, questions and problems are provided for each chapter. Copyright 
1957. About 950 pages. 


PRINCIPLES OF INSURANCE 


REVISED EDITION 

By Ropert I. MEHR and EMERSON CAMMACK 

The Revised Edition of this popular basic text is designed to provide a basis 
for the education of the prospective insurance buyer, as well as the student 
preparing for the insurance profession. It may be adapted to either one- or two- 
semester courses. The style of writing is clear and interesting. Thought- 
provoking questions are included for each chapter. Copyright 1957. 870 pages. 


GROUP LIFE INSURANCE 


REVISED EDITION 
By Davis W. GREGG 


Published under the Auspices of 
THE S, S. HUEBNER FOUNDATION FOR INSURANCE EDUCATION 


This authoritative, complete, and objective study of group life insurance pro- 
vides a useful and valuable source of information for both professional insur- 
ance people and teachers in colleges and universities. Approximately 60 per 
cent of the material in the Revised Edition is new. It provides a comprehensive 
analysis of concepts, contracts, costs, and company practices in group life in- 
surance. Copyright 1957. 282 pages. 


RICHARD D. IRWIN INC. Homewood, m. 





35 Successful Years and 
Still Leading the Field! 


Insurance Principles and Practices, 
3rd Edition 


by ROBERT RIEGEL, University of Buffalo and JEROME S| 
MILLER, Insurance Executive, Harry Milier & Son 4 


Adopted by more than 100 universities and colleges’ 
throughout the country, this work has also found ac- 
ceptance in a great many business organizations. 


A step-by-step introduction to all areas of the 
ance field; it describes common features of every 


of insurance, then deals with each type specifically. — 
Problems, footnotes, tables, and over 100 carefully . 
lected standard insurance forms help the student grasy 
current approved insurance practices. Teacher's M 

ual—Free on adoption. 


788 pages + 6x9” «+ rd Edition Published 1947 © 
Text list $6.75 e* 


approval copies available from— 











